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Every 70 seconds, someone develops 
Alzheimer’s. Though there is no cure, hope 
is in the pipeline Today, Pfizer is relentlessly 
exploring research to shed light on the brain’s 
complex pathways to further advance 
Alzheimer's treatments. We're also working 
on multiple compounds at one time to find 
more answers faster and to give those living 
with Alzheimer's more life to live, 

Pfizer (s committed to helping people in need get access 
to their medicines. Learn more at PftzerHelpfulAnswers.com 
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database with links to local resources, as well 
as information and support networks to keep 
vital connections strong among those affected 
by Alzheimer’s. See how we're putting our 
commitments to work at pfizerxom/aizheimers 
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Feedback 


The Busy Mr. Libeskind 

I am writing to add a brief postscript 
to Michael Arndt's informative piece 
(“BeautifulImpossibilities" Features, 
May 3-May 9). [ndeed, i plead guilty to 
a positive outlook，but my optimism is 
confimcd by the magnitude of work 
currcnUy in our office. Somewhat sur¬ 
prisingly, the article overlooked the larg¬ 
est commission in my career which we 
are working on every day in our office Jt 
is the 600-acre, 24 million-square-foot, 
$28 billion DreamHub master pkn for 
a new internationa] business district in 
Seoul, South Korea, 

At the same time, 1 am an architect 
who believes that arcliitecture is not 
only about size. The house which is near 
cojiipletion in Connecticut is a once in a 
lifetime opportunity to intimateJy craft 
a private residence for great clients who 
are committed to architecture. 

So, despite the industry's difliculdes so 
clearly defined by Mr. Arndt, l am grateful 
to say that my office remairLS extremely 
engaged and amazingly profitable, 

Daniel Libeskind 
New York 


Salad to Soft Drinks 

^Afrer the PR Party with Michelle 
Obama'" (Politics & Policy, May 10- 
May 16) was inaccurate and mislead¬ 
ing. The beverage industry is proud of 
its efforts to be part of the soJution to 
childhood obesity, including our sup¬ 


port of Mrs. Obama T s anti-obesity cam¬ 
paign. But our efforts on this front have 
been under way prior to the First Lady’s 
recent call to action. 

Earlier this year, our industry an¬ 
nounced the findings of our final 
report on the implementation of our 
School Beverage Guidelines, showing 
an 88 percent decrease in beverage cal¬ 
orics available in schools* 

Our efforts to be part of the solution 
extend beyond schools. By contributing 
to the First Lady's initiative, our indus¬ 
try is again leading with a meaningfu] 
program. America's nonalcoholic bever¬ 
age companies arc making the calories 
in their products even more dear and 
consumer-friendly by putting the infor¬ 
mation on the from of all their packag¬ 
es, vending machines ? and fountain ma¬ 
chines. Within two years, consumers wii] 
have the caloric information for their fa¬ 
vorite beverages right at their fingertips. 

We applaud Mrs, Obama for her 
conimonsense, balanced approach to 
childhood obesity, which will require 
contributioRS from all segments of soci¬ 
ety. And we are proud to continue our 
leadership on this front. 

Susan K, Neely 
President & CEO 
American Beverage Assn. 

Washington s D.C. 

Arizona ： Not So Tough? 

[n reference to “The Wailing WaJI” 
(Opening Remarks, May 3-May 9), 


the Arizona immigration law exactly 
niimics federal law ? granting to lacaJ 
law enforccnicnt the ability to cal 】 Im- 
migration & Customs Enforcement, 

An arresting officer has to check status 
before the arrestee is released. Period. 
Any state-issued \D card is presump¬ 
tion of legal status ? as one has to pres¬ 
ent proof of citizenship to obtain one. 
The bill adds nothing else. The one 
thing the Arizona statute does do dif¬ 
ferently is to allow private citizens to 
sue sanctuary cities such as Phoenix 
and Mesa to enforce the law. The law 
is hardly as onerous as illegal alien ad¬ 
vocates portray it. As for the assertion 
that it is controversial over 60 percent 
of Arizonans support it, according to 
two recent polls. The fear in the ille¬ 
gal alien advocacy community is that it 
might actually work, 

Americans overwhelmingly want the 
border secured and illegal immigration 
stopped, but the problem is probably 
unsolvable. Low-wage employers will 
fight tooth and nail to keep wages low, 
to avoid the inevitable consumer back¬ 
lash against higher costs. And Demo¬ 
cratic politidans don’t really want the 
problem solved, as that wauld deprive 
them of a cherished special-interest 
group they can use as a pawn in their 
war on conservatives. Lastly, there are 
legions of conservatives who view any 
path to citizenship as unacceptable am¬ 
nesty and will demand the border be se¬ 
cured before anything else* 
RickCunnington 
Oro Valley^ Ariz. 


Corrections & Clarifications 


© We were imprecise when we reported that knir 
members of the Senate permanent subcommittee 
on investlgatbns had received I ： substantral'' 
donations from executives at Goldman Sachs 
(Opening Remarks, Apr. 26-May 2), In fact, 9 
of 10 subcommittee members have received 
donations from Goldman, according to the Center 
for Responsive Politics, And we erred when we 
identified Senator Jon Tester (D-MonU as a 
"substantiar recipient. He received less than 7 
of the 9 other members. O Videophones Are 
Coming, And This Tim?e It's for Real" 《 Technology, 
May 3-May 9) suggested that a prototype of a 
new iPhone was found in a Silicon Valley baron 
Apr, IS Actually, word broke about the lost 
phone on Apr. 18. O In "BeautSlul Impossibilities^ 
(Features f May 3-May 9), an illustration suggested 


that Daniel Libeskind designed the proposed 
One World Trade Center in New York City. 
Liheskind was responsible for the project's master 
plan t but the tower was designed by Skfdmore, 

Owings & Merrill. A(so r the story erroneously 
reported that Gensler s revenue fed to under 
S500 million hi 2003. The correct year was 2009. 
O In ' Forget IheDNA Sample, Get me the Vehicle” 
(Politics Ss Policy, May 10-May 16J h we erred in 
describing the 1993 World Trade Center bombing 
case. A rented Ryder truck involved in the incident 
was destroyed, A suspect in the case reported the 
vehicle s to ten and was apprehended when he 
tried to get back a deposit. O The Hole in High 
School Equivalency" (Politics & Policy, May 10- 
Ma/16) should have credited the illustration to 
Topos Graphics. 


How to Reach Us 


We prefer to receive letters via e-mai without 
attachments. Writers should disclose any 
connection or relationship with the subject 
of their comments, AS I letters must include 
an address and daytime and evening phone 
numbers. We reserve the right to edit letters 
for clarity and space and to use them in all 
electronic and print editfons. 

E-mail - bwrea der@bu s inesswee k.com 
Fax-f212j 512-6458 

The full texts of Bloomberg Businessweek 
and Bloomberg Businessweek Top News, 
as well as Bustness Week archives 
starting in 1991, are available on the 
Web at busjnessweekx:om and on 
America Online at keyword BW 
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The Trillion-Dollar Treatment 


Europe is trying to fix its own 
raging fiscal disorder. So far it 
hasn’t even nailed the diagnosis. 
By Peter Coy 


European leaders still don’t understand 
what caused the Aegean Contagion that 
swept through the eurozone in late April 
and early May. Swedish Finance Minis¬ 
ter Anders Borg blamed “wolf-pack be- 
havior" by speculators. Others have 
railed against clueless rating agencies, 
feckless debtors, and unreasonable 
creditors. Then there are those who ask 
if there's an inherent flaw in the bond 
markets that made them cascade^ turn¬ 
ing vague worries into scary, self-fulfill¬ 
ing prophecies. 

You can't defeat an enemy you don't 
understand, and unless Europe gets a 
better grasp on what went wrong, it will 
be vulnerable to mare turmoil，even with 
the nearly $1 trillion backstop lending au¬ 
thority that calmed markets. “I still think 
it\s a very fragile situation,” says Gary 


Gorton, a Yale University economist. 

The reality isn't all that complicat¬ 
ed, Europe was vulnerable to contagion, 
and remains so, because its governance 
and its financial system are weak. It was 
lax fiscal oversight that aHowed nations 
such as Greece to violate European Union 
mies on the size of their budget deficits 
in the first place. Overleveraged investors 
made matters worse ： When the value of 
their Greek debt fell，they were forced to 
reduce the size and risk of their portfolio 
by selling other assets - the debt of Portu¬ 
gal and Spain, for example. 

In retrospect, Europe’s crisis was a 
done deal last November, when a new 
Greek government announced that its 
dcficit-to-gross domestic product ratio for 
2009 would be 12.7 percent, more ihim 
double what the previous government had 
projected and four times what the Euro¬ 
pean Union allows. Interest rates on Greek 
debt, which had been nearly as low as rates 
on German bonds, inched upward. In a vi¬ 
cious circle, the higher rates themselves 
increased Greece’s debt burden. That 
made default more likely and pushed rates 


even higher. On Apr. 27, Standard & Poor’s 
lowered Greece's credit rating to junk. By 
May 7, the yield on two-year Greek govern¬ 
ment bonds hit 18 percent. Yields on Por¬ 
tuguese bonds reached 6 percent that day, 
double their level of three weeks earlier. 
Spanish and Italian credit was beginning 
to be affected as wdL 

Eventually the Europeans had no 
choice but to agree to a backstop lend¬ 
ing arrangement for seriously threat¬ 
ened governments. That brought two- 
year Greek bond yields back down to a bit 
below 7 percent by May 12 - about what an 
American might pay fora car loan but far 
higher than any other eurozone nation 
pays to service its debt. 

Now that it has some breathing room ， 

Europe needs to think hard about what 
just happened. The best place to start 
is with another contagion, the 2007-09 
financial crisis that began with shoddy 
subprime mortgage lending in the U.S. 
In his new book ， Slapped by the Invisible 
Handy Yale's Gorton describes the dan¬ 
gerous tipping point that comes when 
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investors lose faith in complicated fi¬ 
nancial instruments they once took for 
granted. Mortgage-backed securities 
had been treated like Treasuries-invcs- 
tors looked at the yield and the credit 
rating and didn’t bother asking what 
was inside. When subprime mortgages 
started going into default，investors sud¬ 
denly wanted to know if the securities 
in their portfolio contained any of those 
bad loans - and discovered they couldn't 
disentangle the assets. They got scared 
and bailed out. In Gorton’s terminolo¬ 
gy, the securities went from being “hv 
formation-insensinve 1 ' (a good thing for 
market liquidity) to "in format ion-sensi¬ 
tive 11 (bad). Gorton says the same fait! 
befell Greek bonds when players in the 
credit default swap market began digging 
up information pointing to a risk of de¬ 
fault that bond investors hadiVt bothered 
to ferret out in advance. 

As with n physical disease, financial 
contagion spreads faster in a weakened 
population. Europe's problem is that 
many of Greece's creditors are them¬ 
selves debtors on a massive scale. If the 
value of their assets declines, the only way 
they can stay solvent is by reducing their 
debt，and the only way they can pay down 
tJie debt is by selling assets, which pushes 
tlieir price down even ftirtlier, exacerbat¬ 
ing the problem and spreading it to other 
securities. It's revealing that the ultimate 
bcmcficiaries of Europe's rescue are the 
big banks，not the Greeks, who will barely 
touch any rescue money before it goes out 
the window to their lenders. 

To prevent a spreading financial con¬ 
tagion, then, it*s not just the debtors 
that need to develop a stronger immune 
system. Ifs the creditors* too. As Prince¬ 
ton University economist Markus Brunner- 
meier pointed out in a 2010 paper, “Deci- 


Creditors are themsel ves 
overextended They need 
to self when others sell, 
spreading the problem 


phering the Liquidity and Credit Crunch, 
2007-2008,” the big global investment 
banks became heavily dependent in 2007- 
OS on so-called repo ftnancing. They bor¬ 
rowed money using bonds, asset-backed 
securities, and the like for coUatera]. Repo 
lenders give the best terms on overnight 
loans because there’s less risk the collat¬ 
eral will lose value. But ifborrowers can't 
roll over their debt, they mmt sell assets at 
fire-sale prices-and, in turn, stop extend¬ 
ing loans to their clients. In 2007, accord¬ 
ing to Brumiermcier；, repo lending that has 
to be rolled over daily amounted to some 
25 percent of the assets of the 19 big U.S., 
European ， Japanese，and Canadian prima¬ 
ry dealers in US. Treasury securities. (The 
calculation is based on gross repo barrow¬ 
ing. They also make repo loans.) 

One might suppose that these Jarge 
investment banks learned their lesson 
in the crisis and weaned themselves off 
overnight repo loans-which, after all, 
force them to scrounge up fresh loans 
every single day or go bust. Not quite. 
Bloomberg BusinessweekupdatQd Bmniicr- 
nieier's calculation using publicly avail¬ 
able data from the Federal Reserve Board 
and the Federal Reserve Bank of New 
York. As ofthc end or2009 t overnight and 
continuing repo loans were down more 
than 40 percent from their peak, but still 
funded percent of the big banks’ assets. 
Even after the pullback, overnight repo 
grew 155 percent from the beginning of 
2000 through the end of April 2010, That 
compares to growth of just 82 percent in 
a broad measure of the money supply 


known as M2. Bottom line ： A big chunk of 
their financing remains precarious. 

Many Europeans would prefer to 
blame the crisis on outsiders，the favor¬ 
ite scapegoats bdng speculators and rat¬ 
ings agencies. On Apr* 30, German For¬ 
eign Minister Guido WesterweJle called 
for the creation of a European credit 
rating agency. Complaining about the 
U,S. rating agencies, Pierre Ld louche, 
the French minister for European affairs, 
told The New York Times ： “】 ’d be interest¬ 
ed to know what these 30-year-old boys 
know about the disaster they are caus¬ 
ing to people in Spain or Portugal or any¬ 
where dsC In reality, the rating agencies 
were no more than the bearers of bad tid¬ 
ings. Greeks arc tired of having ancient 
ancestors quoted at them, but it's hard to 
resist citing Sophocles ： “No one loves the 
messenger who brings bad news.” 

For countries with the highest deficits, 
the chalienge now is to cut government 
spending and increase revenue in a t\m^ 
of slow growth or outright recession. It’s 
not dear whether Greece in particular will 
be able to muster the social solidarity nec¬ 
essary to do so (page 9). It's equally dif¬ 
ficult to sec how Germany will go ahead 
with backstop loans to Greece if the coun¬ 
try doesn't meet its commitments. “This 
deal is necessary. I don’t know if it's suf¬ 
ficient" says Sandra Valentina Lizarazo, 
an economist at the Mexico Autonomous 
Institute of Technology who has studied 
emerging-inarket debt crises. 

The EU\s problems resemble those of 
the young and weak United States of Anier 
ica from 1781 until 1788, before the Consti¬ 
tution was ratified Under the Articles of 
Confederation, the federal government 
had no power to tax. It relied on contribu¬ 
tions from the states* Alexander Hamilton, 
who later became the nation's first Trea¬ 
sury secretary, warned in 1780 that ^with¬ 
out revenues, a government can have no 
power. That power which holds the purse¬ 
strings absolutely, must rule.” So Europe 
is discovering nearly 230 years ]ater. Far 
Europe, the strongest defense against an¬ 
other bout of Aegean Contagion would 
be a unified Continental government 
wkh authority over taxation and spend- 
ing-a United States of Europe, A unified 
Europe would have tlic power to prohib¬ 
it, not just remonstrate against, the fiscal 
frivolity that brought on this vims. Since 
such a political solution does not seem re¬ 
motely possible, more bouts of fiscal sick¬ 
ness are all but certain. © 
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Global Economics 

Now It’s Up to the IMF to 
Make Greece Shape Up 


► The fate of the euro may depend on the IMF's awkward partnership with the EU 

► “The real question is whether the Greek people can endure painful restructuring” 


the commission and the IMF can with¬ 
hold funds or even ask for more auster¬ 


Even as Europe's leaders pledged a 
$1 trillion package to stop the Continent's 
financial crisis，doubLs persisted about 
the nation that started it all. Greece, 
which has a separate bailout of $140 bi!- 
lion, still scares investors, ks stocks trade 
marginally higher than before the unvei?- 
mg of the trillion-doIlaF plan, while its 10- 
year bonds，shunned by all but the most 
adventurous, still offer Western Europe's 
highest yields. The markets just don't 
trust Greece to dean up its fiscal act 

Three institurions-the IntcrnadonaJ 
Monetary Fund，the European ComniLs- 
sion, and the Greek govemment-imist 
prove the markets wrong and，in the pro¬ 
cess, restore the reputation of the euro. 
If not mission impossible, it’s certainly 
mission highly improbable，” says Morris 
Goldstein, a senior fdlow at the Peterson 
Institute for International Economics in 
Washington and a former IMF deputy re¬ 
search director. 

Fixing Greece will be a complex 
exercise. The aim is to cut Greece's 
budget deficit to below 3 percent of its 
gross domestic product by the end of 
2014, from 13.6 percent ]ast year IMF 
officials, including First Deputy Manag¬ 
ing Director John Lipsky, have conced¬ 
ed that the cuts, such as freezing pen¬ 
sions and cutting civil servants 1 pay, 
will be “painful*” IMF Director Domin¬ 
ique Strauss-Kahn warned that success 
hinges on Greek support ^beyond po¬ 
litical party lines.” 

The European Commission, which 
enforces the policies of the European 
Union，will handle quarterly re¬ 
views of Greece's progress. If the 
Greeks meet thdr targets, every 
quarter they will get another piece of 
the $140 biilion, which will fully cover 
Greece’s financing needs into 2012, 

If the Greeks don't reach their goals, 


ity measures. 

Policymakers hope this strategy suc¬ 
ceeds better than their usual tactics of 
chastising fiscal renegades* The original, 
German-inspired approach waste threat¬ 
en ftnes against countries that didii^t re¬ 
spect the EU's limit on budget deficits 
of 3 percent of GDR This arrangement 
failed because it largely relied on peer 
pressure, which Europe's consensus- 
driven leaders were reluctant to apply. 


The question is whether the EC will 
hold the Greeks* feet to the lire. It is 
working with the IMF, which is providing 
$38 billion of the total aid package. Since 
the EC is senior partner, the [MF must 
play an unfamiliar supporting role. 

The IMF ha^ bailed out nations from 
Turkey to Korea and has far more expe¬ 
rience playing the heavy than the EC. It 
suspended payments to Romania in No¬ 
vember after political infighting toppled 
the government, and only paid up when 
d new government passed an austerity 
budget. The IMF in March 2009 froze a 
$25G million payout to tatviaafter the 
country failed to commit to budget cuts. 

The IMF may need to be especially 
strict with Greece because its reputation 
is at stake, says Eswar Prasad, a senior 
fellow at the Brookings [nstitution in 
Washington and a former IMF official. 

L if they ease up, markets may set less 
store in the IMF's ability to effect policy 
changes； 1 he says. The wild card is the 
commission. It may act tough to please 
the Germans, who balked for months 
at bailing out Greece. Or it could bend 
to the will of European governments 
moTQ sympathetic to the Greeks, 

Then there are the Greeks them- 
stilves* On May G lawmakers in ParJia.- 
ment voted for austerity measures, 172 
tol21-a good margin of victory for an or¬ 
dinary bill but not the unanimous show 
ofresolve European leaders had hoped 
for. Polls conducted for the Proto Thema 
newspaper showed 55 percent of Greeks 
favor the measures. A majority had op¬ 
posed them a week earlier. 

Paul Mylonas, chief economist at 
the National Bank of Greece, anticipates 
sodaJ unrest will moderate this year as 
Greeks grow resigned to their fate. Yet 
he adds ： 'There's a higher risk of 
opposition in 2011 and 2012 if light 

































doesn't appear at the end of the tunnel," 

Greek business is behind the re¬ 
forms, up to a point. 4t Our will is a 
given/" Dimitris DaskalopouJos, head 
of the Fcderdtion of Greek industries, 
said on Apr, 29. "'Businesses can and will 
contributed On May 3, though, the fed¬ 
eration protested a government plan to 
impose a special tax on Greece's most 
profitable companies. 

“The real challenge is whether the 
Greek people can endure painful restruc¬ 
turings says Lee Keon Hyok, who as an 
IMF officer worked on Indonesia^ bail¬ 
out in 1997-9S, and who now works at 
Samsung Economic Research Institute in 
ScouJ. He recalls his own country's 1997 
bailout. South Korea repaid its $57 billion 
loan from the IMF in 2001, three years 
aliead of schedule, “as the people united 
and donated gold rings to help restore 
foreign currency reserves,” says Lt^. It's 
hard to imagine the Greeks are ready to 
do that yet. — Sandrine Rastello, Maria 
Petrakis, and Jonathan Steams 


Sovereign Debt 

Tiny Estonia and the 
Art of Penny Pinching 

^The Baltic state readily qualifies for 
membership in the euro dub 

► “A model of fiscal discipline 1 ' 
despite a bumpy 2009 

While Europe convulses over its deficits, 
one country has been pinching pennies. 
The Baltic nation of Estonia (pop, 1.3 mil¬ 
lion) will outperform the 16 euro nations 
on the European Union's fiscal criteria 
this year, according to the European 
Commission* On May 12 the EC backed 
Estonia’s bid to join the euro zone. Says 
Christian ECeller, cliiefeconomisi for 
emerging-market currencies at Barclays 
Capital ； “Estonia seems a model of the 
fiscal discipline that the EU now wanK 
for the entire euro area." 

Since independence from the Soviet 
Union in 1991, Estonia has adopted a con¬ 
vertible currency, free trade% privatized 


industry, and a flat tax. To join the euro 
zone, it cut its debt to l：l percent of gross 
domestic product and its budget deficit 
to 17 percent of GDP. 

Estonians, though, gained an ap¬ 
petite for imports, which resulted in 
a huge trade deficit. The government 
struggled to contain inrtation, a weak¬ 
ness tiie European Central Bank has 
warned Estonia about* Finally, a prop¬ 
erty bubble burst when credit got tight 
Estonia's economy contracted 14 per¬ 
cent in 2009. It\s expected to return to 
growth in 2010, — OnUmmehs 

The bottom fine A tightly controlled budget is the 
fastest ticket into the euro zone, but it doesn't always 
guarantee a smoothly functioning economy. 


Monetary Policy 

Inflation is Quiet 
Maybe Too Quiet 

鱉 The jobless number is so high 
there's little upward push on prices 

►“One signal of deflation is if money 
supply grows very slowly” 

Michael Feroli，chief U-S, economist 
for JPMorgan Chase, remembers the 
phone calls two years ago from clients 
"freaking out" about inflation. Federal 
Reserve Chairman Ben Bernanke had 
just launched his campaign to prevent 
the collapse of the financial system. He 
was pumping liquidity into the econ¬ 
omy by making emergency loans to 
banks and buying mortgage-backed se¬ 
curities by the billions. He was a3so driv¬ 
ing benchmark interest rates almost 
down to zero. Many investors feared 
Bernanke would trigger a price sui^e as 
consumers aiid companies borroAved 
more to spend, spend, spend. 

Today, rates are still near zero, and 
liquidity is near a record high. Yet those 
client calls about inflation, says Feroli, 
have “dried up to a trickle" There's 
even talk of prices heading down. 

Feroli imd many other economists 
wonder just when inflation will make 
enough of a comeback to warrant a rate 
hike. That’s turning out to be a hard 
call. Forty-seven economists in an 
Apr. 1-8 Bloomberg survey figured that, 
on average, rates wauld rise by Thanks¬ 
giving, Feroli and his boss Bruce C, 


The bottom line The European Commission will 
control the ai/er/rajj/af Greece, but needs the IMF's 
experience. 


Budget Deficits 

The Saved and the Damned 

Markets have focused on the weaker members of the euro zone. 
Pull back a little, though, and you get a picture of the countries 
best positioned tu weather the current turbulence. Except for 
japan and possibly India, Asia countries have been more carefiil 
with their budgets than their Western counterparts. 
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Kasman, jPMorgan^ chief economist, 
don't foresee a rate rise until the second 
quarter of 203L Other economists pre- 
dicta hike even later than that. 

The big factor keeping a lid on infla¬ 
tion is the jobless rate, which has stayed 
above 9 percent since May 2009. This 
near-record stretch of joblessness has 
held down wages and consumption. The 
Fed's preferred inflation gauge — the core 
personal consumption expenditures 
price index, which strips out price hikes 
in food and energy-rose at an annual 
rate of 0.6 percent in the first quarter, 
the slowest pace since records began in 
1959, according to the CommcTce Dept. 

Retailers feel every day how weak 
their pricing power is. Bentonvillc 
(Ark.)-based Wal-Mart Stores cot prices 
on more than 10,000 items after sales 
at U.S, stores opened at least a year fell 
1.6 percent in tlie fiscal quarter ended 
jan. 3!. Home Depot, the largest U,S. 
home improvement retailer, Jowered 
prices in March on flowers, fertilizers, 
lawn equipment, and outdoor furniture, 
according to Craig Menear ? executive 
vice-president for merchandising. 

Inflation this low can sometimes 
slip into deflation. A drop in prices ef¬ 
fectively boosts the cost of a loan^ since 
a company finds it harder to generate 
the profit it needs to service its debt. 
Deflation has gripped Japan for years 
and proved impossible to stamp out. 

The money supply, which grows ro¬ 
bustly when banks are lending and con¬ 
sumers are borrowing, also points to de¬ 
clining inflation. The broadest measure 
of the money supply expanded at an 
annual rate ofju^t 1,4 percent in the 12 
months through April, vs. 8.4 percent a 
year earlier That\s a clear sign that con¬ 
sumers have switched from borrowing 
to saving. Says Gabriel Stein, a director 
at Lombard Street Research in London ： 
“One of the signals of threatening de¬ 
flation is if money supply grows very 
slowly.^ We’re not in a deflation zone 
yet, but economists in the Bloomberg 
survey predicted inflation of only 1.2 
percent this year, vs, 1.54 percent for 
2009. All the more evidence, says 
Feroli, that rate hikes will be a long time 
coming ： “The inflation data continue to 
look weaker and weaker ■” 

—Joshua Zumhrun 

The bottom tine Inflation is iow t and may stay low. 
because the high unemployment rate is forcing 
companies to keep a iid on prices. 


Manufacturing 

As Wages Climb in 
China，Factories Move 

► A tabor shortage is trimming 
margins for exporters 

► “Wal-Mart won't raise what they 
pay us,” says a factory manager 

As costs climbed in Taiwan two de¬ 
cades ago, Ben Fan moved his light¬ 
ing factory to take advantage of China’s 
cheap labor. Now, with Chinese wages 
on the rise, he’s moving again. “It’s just 
like what happened m Taiwan/' says 
Fan, chairman of Neo-Neon Holdings, 
which sells lamps and lighting fixtures 
to big retailers mciuding Home Depot ， 
Target ， and Wal-Mart. "Chinese don't 
want to work in factories anymore/' 

So Fanis expanding his factory in 
Vietnam, where wages are $100 a month ， 
one-third what he pays in China. He 
plans to shift 85 percent of his produc¬ 
tion across the border, and by December 
he’ll have 8,000 workers in Vietnam - up 
from 300 a year ago-andjust 5,000 in 
China，down from 25,000 in 2008, 

Over the past two years, millions of 


jobs have moved to China's interior or 
elsewhere in Mia as factory owners try 
to cut costs. In Guangdong, the main¬ 
land's top exporting province, wages 
have almost doubled in the past three 
years，and more than half the factories 
can't find enough workers. The number 
of migrants who traveled to coastal 
provinces for work fell by 9 percent last 
year，to 91 million. “This lack of labor 
will only get worse，” says Willy Lin, 
chairman of the Textile Coimci] of Hong 
Kong, a trade association. 

Factory owners complain that the 
higher wages are devastating profits, es- 
pedally as their customers continue to 
squeeze them for lower prices. “Wal-Mart 
won't raise what they pay us，’ J says Poh- 
HengToh, general manager of teddy bear 
producer Lovely Creations. Another 
Wal-Mart supplier, jewelry maker Profit 
Grand, has cut its staff to 450 from GOO 
largely because it can't find workers at 
the rates it J s willing to pay, says Chairman 
Hsu Chi Lin. Wages, Hsu says, have risen 
from 2 percent of total costs a decade ago 
to 12 percent today, while net margins 
have fallen Irom IS percent to about 
8 percent. Factory owners arc also wor¬ 
ried about a potential revaluation of Chi¬ 
na's currency. The yuan is up 21 per¬ 
cent vs. the dollar since 2005, and 
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many economists expect it to rise an ad¬ 
ditional 5 percent this year. 

While China's growth-! L9 percent in 
the first quarter — is a factor in the labor 
shortages, they likely won't disappear 
□ncc the economy cools. The country's 
one-child policy means fewer people 
are joining the workforce. Tax breaks 
for farmers and subsidies for companies 
setting up in the interior have allowed 
more people to find work near home. 
And a growing service sector means 
greater opportunities !ie beyond the fac¬ 
tory gate. “The younger generation is 
trying to get work that is much easier- 
waiting tables in restaurants or work¬ 
ing in supermarkets " says Charles Yang, 
general manager of Apache Footwear, 
which makes shoes for Adidas. 

Many companies are finding ways to 
pare costs. Electronics giant Foxconn 
Technology, which makes the Apple 
iPhone and handsets for Motorola, has 
opened new plants in China’s north 
and west, far from its home base near 
Hong Kong. Shoemaker Apache has 
moved simpler work，such as stitching 
the upper portions of sneakers, from 
Guangdong to lower-wage factories in 
the interior. Apache is also expanding 
a plant in Chennai, India, that will pro¬ 
duce at least half its shoes within five 
years. The company's Chinese work¬ 
force will soon drop below 10,000, 
from 18,000 two years ago, gener¬ 
al manager Yang says, “We’ve been 
squeezing like hell to get more out of 
the system/' he says. 

No one expects manufacturing to 
disappear from coastal China. The net¬ 
works of suppliers for industries from 
textiles to electronics-makers of but¬ 
tons, zippers, wires, connectors，and 


Quoted 


I don't think Greece re in nearly 
as bad a condition as peopfe 
think. What the Greeks want 
Is the European governments 
to g»ve them money，a little 
more expensive [than what 
the IMF charges], but a Jot 
cheaper than what the free 
market would charge. 

—— Ken Fisher, 

Fisher Investments 



the like-can T t be easily replicated else¬ 
where. Many companies plan to keep 
more sophisticated work in eastern 
China while moving basic tasks else¬ 
where. Neo-Neon, for instance, expects 
to boost production of LED lighting in 
China even as it expands in Vietnam. 
Chinese workers today “want easy jobs 
and higher pay，” says Fan. “We can give 
them that if we make more expensive ， 
higher-margin products" 

—Dexter Roberts, with Bob Chen 

The bottom fine Rising wages in coastal China are 
spurring manufacturers to open factories in cheaper 
places, though more advanced production may stay. 


Real Estate 

The Land Rush 
In Hong Kong 

► The long post-handover price 
slump is finally over 

► u lf they can buy those cars in China, 
they can invest in Hong Kong I 11 

Until recently, Hong Kong property 
agent Clarence Chow didn't pay much 
attention to would-be buyers from 
mainland China. In 2008 they repre¬ 
sented just 3 percent of revenue for 
Chow and his team of 58 agents at Ccn- 
taline Property Agency. 

Today Chow hardly thinks of anyone 
but mainland clients. The nearly $2 tril¬ 
lion in stimulus spending and bank loans 
pumped into the Chinese economy to 
fight the downturn has made a lot ofbasi- 
ness owners rich. These niilJianaires are 
ilocking to Hong Kong and now account 
for over 20 percent of sales for Chow’s 
team. His agents are searching for more 
mainland customers by scouring govem- 
nient documents for people who bought 
BMWs, Mercedes, Lamborghinis, and 
other deluxe models. e 1f they can buy 
those cars in China,” says Chow，“they 
can invest in Hong Kong.” 

Chinese buyers are helping drive a 
rebound for Hong Kong's residential 
property market, which has yet to re¬ 
cover fully from the crash that followed 
the former British colony’s return to Bei¬ 
jing rule in 1997. Last year the CentaJine 
property index jumped 29 percent and is 
now at its highest level in a dozen years. 
Earlier this year a home on the Peak, the 



most prestigious neighborhood in town, 
sold for $7,775 per square foot, a record. 

People who follow Hong Kong real 
estate estimate iTiainland Chinese make 
up about ； 1S percent of the luxury market 
and 15 percent of the mass residential 
market. Some are buying to avoid taxes: 
The Chinese and Hong Kong tax agen¬ 
cies are separate entities, and Hong 
Kong taxes are far lower. Other Chinese 
sense an opportunity to make a killing. A 
growing number want immigrant status ， 
which cams them a much coveted Hong 
Kong passport. They get sudi status by 
investing a minimum of $840,000 in 
property. ^People are coming here for 
themselves or their kids^ says Nicholas 
Kwan ? head of research in Hong Kong for 
Standard Chartered Bank. That price 'is 
not that big an amount for many of the 
wealthy in China." 

Hong Kong developers increasingly 
cater to Chinese fondness for chande¬ 
liers, marble ，and other wealthy touches. 
Unlike local buyers, Chinese don’t expect 
to find luxury homes solely in prestige 
neighborhoods. Mainhnders also pay 
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top dollar in upscale districts like 
West Kowloon and even in middle-class 
suburbs in the New Territories. “Main- 
ianders don’t know much about Hong 
ICong,” says Joseph Tsang, local head of 
capital markets for Jones Lang LaSalle, 
The only thing that could spoil things 
is the long arm of China's central govern¬ 
ment, which is trying to cool its economy 
and deflate property prices in mainland 
cities. Beijing^ campaign could spill over 
into Hong Kong. “If we have tighter li- 
quidity，there will be less demand coming 
through，” says Eva Lee，an analyst with 
Macquarie Securities in Hong Kong ， 

For now, Centaline's Chow says sales 
are up 15 percent this year. One Chinese 
buyer walked in，introduced himself, and 
said money was no object. Chow’s agent 
showed him various properties，each 
pricier than the last, until he bought two 
houses for a combined $74 million. Best 
of all? “He’s still buying； 1 says Chow. 

— Bruce Einhorn 

The bottom tinG Hong Kong authorities want 
ChiriGse business, but they have to make sure no 
buhhlQ Gnsues, 


Central Banks 

Monsoons, Food Prices, 
And Hof Money 

^ Duwuri Subbarao steered India out 
of recession, but inlEation looms 

► If you get high growth you can run 
high deficits” 

Ben Bemanke andjcan-Claudc Trichet 
may seem to have the toughest central 
bank jobs going-ontil you consider Duv- 
vuri Subbarao. The former World Bank 
economist became governor of the Re¬ 
serve Bank of India in September 2008, 
just days before Lehman Brothers col¬ 
lapsed. He spent his first months slash¬ 
ing interest rates to keep India's econo¬ 
my growing. Then the crucial monsoons 
failed to arrives which sent food prices 
skyrocketing. Now，India is struggling 
with a stubborn budget defidt-6.9 per¬ 
cent of gross domestic product for 
the year ended in March-and 



Tom Keene 

EconoChat 


Tom talks with Stephen Roach, 
Asia chairman of Morgan 
Stanley, about China, the 
Europe crisis, and the ECB 


How will the Chinese react to the 
European crisis? 

China's biggest export market is 
Europe，now larger than the United 
States. They view the crisis as a 
negative to the external demand 
that they need. 

Why can't we clear the markets in 
this crisis as quickly as we did in 
1998 when the Asia crisis peaked, 
Russia defaulted, and Long-Term 
Capital Management imploded? 
Over the last 25 years wc had an aver¬ 
age of one crisis every three years. The 
gap this time is 18 months. The scale 
is bigger. And we [now] have product 
contagion from subprinie to mortgage- 
backed securities, back to cross-bor¬ 
der contagion within the euro zone. 
This interplay between cross-border 
and cross-product contagion is very 
difficult to unravel 

What is the price of what we are 
seeing in Europe? 

With every fix comes an adjustment m 
the real economy. We saw that in Asia 
in the late ’90s. We saw that in the U,S. 
in 2008 and 2009, and we are going 
to see it in Europe, certainly in the 
peripheral countries, with significant 
contractions in the years ahead. So 
this concept of the global double dip is 
alive and wd3+ 

What will the impact of the crisis 
be on the European Central Bank? 

We see the politicization of once 
fiercely independent central banks. 

It’s very worrisome for their credibil¬ 
ity and inflation-fighting mission. 


Keene hosts Bloomberg 
Surveillance 7-10 1130AM 

in New York, XM129, Sirius 130. 
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Global Economics 


How many people pay 


The Underground Economy 

Graft Around the Globe 

Transparency International (Tl), the Berlin-based 
anticon'uption watchdog, cites Greece as a problem 
area for Europe. Greece is not alone, however. The 
Middle East ， sub-Saharan Africa, and the old Soviet 
bloc all wrestle with corruption. Figuring out bribery's 
cost is tridcy. Here ，Btoomherg Businessweek presents 
some results of TVs research, as well as reporting 
by Bluomberg coixespondefits and the editors of 
Bloomberg Businessweek's local language editions. 



How much does 
it cost to pass 
a restaurant 
health inspection 


r^ebanon 
通 1 <4SO t OQP 
Ubanese pounds) 



Afghanistan 
S160 
(7,400 atghanis) 


Percenmie of r 邙 ppntknG who reported paying a bribe 
in lilt! previous 12 NiDiitlis 


Middle EasL/ 
North AJjrlca 

Newly 

End«pendenL 

States 


I fih 


Africa 


ji^la Padhc 


Imq 44 
Kuwait 20 
Lebanon 14 
Azerbaijan 46 
Russia 31 
Ukraine 21 
Uganda SS 
37 


ugaima ^ 
^<L ^- — Kenya 3 
〜〜 Nigeria I 


(-atin America 


Eur 叩的 n 
Liitan 


Western nalkans 
在 Turkey 



Indonesia 29 
Pakistan 18 
Thailand II 
Bolivia 30 


Venezuela 28 
Colornbm H 
ULhuania 30 
Greece IB 
U.K. 3 
/ Serbia 20 
Kosovo 13 
、 Turkey 2 
Canada and U.S. 2 


Dniar Transparency lniemiid:iunal h ^OO^ tiblial Cturupl'ion 
EktnMmTtcrH htftsu.-d on wtrvvy of7S t i^ pptiple in £59 wumrlrt 



Russia* 
$776 


' (23,200 rubksH^ 
^ " 'inrJutli 


Turkey 


How tmich does it cn.st to fix a traffic ttckel 


les bribes 
by businesses 


Jakarta, 
Indon€^1q — 

R^ngkalk,— 
Thailand 

IVfeKlcaCity^ 

Mexico 


1 

i 

rYfild J 

=! 

<T 


Kiev, 

Ukraine < 

Istanbul, 
Turkey - 

Joha lines burg T 
^auth Afri* 

Delhi. 

Indi^ 


$G.；10 (SO hryvnas) for speeding 

$13 to $19 (loo it) 150 hryvnas) for running a red %hi. 


$500 (3 t W 0 hryvnas) for drunk drmng 


B3 (50 Turkish lira) Jor general irnflk violations 

$7 lo $27 (50 rand to 200 mnd) for genera] irdHic violations 

JG6 (300 rupees) for crossing the lane into opposing traffic, 

$8 (40€ rupees) for running a red lighi 
StO (SOO rupees) lor speeding 

$2 to SS (20,000 to 50,000 rupiahs) for general iTatlic violations 
$3 to $6 OOO to 200 hahi) for general traffic violations 
S40 (500 pesos) Jbr driving your car on a no drive day* 

$4,0€ [o $1^-00 (SO to 200 pesos) for general traffic violations 


I low much 
does it cost 
to get a 
construction 
permit 


Percentage of annual 
household income reported 
to be paid in bribes* 


1 - 10 % 


J ><% 


—10% of respondents 
13% or res^Diidenls 
- 40% d"r«spoiideitL£ 
， 3 孤 of respondents 


on survey of73J32 people la caunlrlei, 

Data! Transparencv international, blouniberg 

esiimafte^ ttiBulan Interior MlnSstry, 
u,H, Office on Pn^gs ft Cftmi* 


S3300 ui 
$330.000* 


Lebanon 

© 

S7000 io 
$10—000 *， 


Greet* 

$63 LO 
$6300 … 


『拓 (XI lo SOO.OOO Turkish lira 

Tej 15 mfllidii (Knirtdii 

**^Uo 5.01X31 ： 


Md decrease Chollulion and traffic* everv tar h® tD Slav off the road once a week 


inflation of almost i5 percent. 

It J s not an easy hand to play for the 
60-year-old Ohio State graduate, who 
earns praise from many economists, Sub- 
barao and his team ‘—have done a very 
good job 广 says Timothy Condon, chief 
economist in Singapore with ING Finan¬ 
cial Markets. Having helped India avoid 
severe nxession，Subbarao has raised 
rates 50 basis points so far tills year. 

He’s likely to raise them by another 100 
points, to 6.25 percent, by yearend, says 
Rahul Bajoria, an economist in Singapore 
with Barclays Capital. The economy is ex¬ 
pected to grow almost 9 percent in 2010. 

The problem is that inflation has 
spread as manufacturers face steeper 


prices for fuel and other raw materi- 
dls. Unlike China, India lacks world- 
class infrastructure that lowers the cost 
of moving goods. The Finance Ministry 
also has trouble cutting the budget since 
much of it is spent helping the very 
poor afford food. 


Subbarao “has very 
little flexibility/ 1 
says M. Govinda 
RaOj director of the 
National Institute 
of Public Finance & 

Policy in New Delhi. 

StiJl t many economists be¬ 
lieve the deficit won't over¬ 
whelm India. Most of Indians 


Subbarao has 
switched f rom 
slashing to raising 
rates, but inflation 
persists 


debt is held by local investors, says 
Dharmakirti Joshi, chief economist with 
Standard & Poor’s unit Crisil in India, so 
a bondholder panic is unlikely. Robust 
GDP growth helps, addsjoshi ： “H'you get 
high growth, you can run high deficits." 5 

Subbarao^ next battle is taming 
the hot money that flows into coun¬ 
tries like India, often fueling bubbles 
and then exiting fast, India “may well 
employ" capital controls to protect its 
financial system, Subbarao said on 
"Apr. 26 ■❺ 

—— Bruce Einhorn with Unni Krishnan 



The bottom Hog Analysts expect the deficit 
and inflation to ease. If the next monsoon 
disappoints, problems wilt persist. 
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We 5 re all about breaking down the barriers to 
communication. It’s why we placed our security 
identifiers in the public domain, allowing you 
to seamlessly integrate your own systems with 
transparent data flow throughout. Use our identifiers 
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Companies&lndustries 



The Paradox of Deep Water: 
Lots of Oil, Lots of Danger 


► The ability to extract oil in hard-to-reach places has zoomed ahead . Disas ter preparation has not 

► “There is an enormous amount of learning going on. We’re doing it for real [for] the first time” 


On May 7, m a darkened room called 
the hive at BP s command center in 
suburban Houston, technicians were 
closely watching video feedii from the 
oil company’s underwater robotic ve¬ 
hicles. They showed a 40-foot-tall con- 
crete-and-steel device called a contain¬ 
er dome being carefully lowered into 
the depths of the Gu3f of Mexico. BP 
executives had great hopes the dome 
could help siphon off most of the oil 
from its ruptured well that was spew¬ 
ing an estimated 5,000 barrels of oil 
each day into the Gulf. The device soon 
proved to be a bust. Said BP Chief Ex¬ 
ecutive Officer Tony Hayward ： “There 
is an enormous amount of learning 
going on here, because we are doing it 
for reaJ [for] the first time/' 


Oi3 executives like Hayward had 
better get used to a steep learning 
curve. While the magnitude of the BP 
spill has captured headlines, the opera¬ 
tion that precipitated the disaster wasn’t 
out of the ordinary. Operating in deep 
water has become a major focus of oil 
companies, thanks to big undersea de¬ 
posits, drilling advances, and the will¬ 
ingness of nations such as Brazil and the 
US, to allow rigs off their shores. While 
drilling at depths of5,000 feet or more 

More than 50 percent of U3. 
oiloiitput and a quarter of 
overall production comes 
from deepwater drilling 


was almost unheard of 20 years ago, 
about 6 percent of world oil produc¬ 
tion now comes from deepwater wells. 
And that is set to double over the next 
20 years, according to Peter Jackson，an 
analyst at IHS CERA, 

Indeed, G of the world’s 10 largest 
discoveries in the last two years have 
been in deep water, believed to be 
home to much of the remaining large 
energy deposits outside the Middle 
East. Deep water is crucial to produc¬ 
tion in the U.S.，where it accounts 
for more than f>0 percent of offshore 
output and about one-quarter of over¬ 
all production- 

(£ There is going to be subsea explo¬ 
ration because there has to be，’’ 
says General Electric C：EO Jeffrey 
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Companies&lndustries 


Immek, “If it doesn't happen here it is 
going to happen off the coast of Angola, 
the coast of Brazil, other places around 
the world.” 

As the BP accident shows, the oil 
industry is not fully prepared for this 
new reality- Over the last 30 years, 

BP and other companies have pushed 
into deeper and deeper water with re¬ 
markably few serious incidents. The 


1 B % 


Estimated growth in 
demand for energy 
around the world 
overthe 
next decade 


Macondo well 
an wliich the BP- 
leased Deepwa¬ 
ter Horizon rig 
encountered di¬ 
saster on Apr. 20 
was in 5,000 feet 
of water, now a 
normaJ operat¬ 
ing enviromiient 
for BP and other 
oil giants. Italy's 
ENI, for instance. 


operates a field in similarly deep water 
just miles from BP\s troubled project 
with no problem. 

While this benign track record may 
not have lulled the companies into 
complacency, they have never before 
been forced to face up tQ how difficult it 
might be to deal with an accident on the 
sea bottom at depths of a mile or more* 
"The industty has drilled over 5,000 
wells in greater than 1,000 feet of water 


and has not hitherto had an issue of this 


sort to contend with,” says Hayward. 



“You can have all sorts of theoretical 


capability available, but until you actu¬ 
ally get to use it in anger, Ws difficult to 
figure out what Ls necessary.” 

Perhaps that’s because the technol¬ 
ogy of deepwater drillmg has also out¬ 
stripped the methods of cleaning up a 
potential mess when things go wrong. 

BP and its fellow oil majors have spent 
tens of millioiLS on seismic techniques 
for acquiring data under the salt layers 
often found in deepwater and on the su¬ 
percomputers and scientists needed to 
analyze the results. But the company T s 
response when things went awry, 
at least co this spill, has been surprising¬ 
ly old school BP has ordered up a ilotiJla 
of skimmer .ships, launched an air force 
of planes to drop chemical dispersants 
onto the expanding slick, dispatched 
L2 million feet of boom barriers to trap 
floating oil, and employed an army of 
beach and swamp deaners. None of this 
activity addresses the key issue ： how to 
stop the continued leaking of oil. 

€ 'As the industry goes ftirther oft- 
shore, the level of investment in re¬ 
search has to be comparable for clean¬ 
up as for explorarion/ T saysj. Robinson 
West，chairman of Washington-based 
consultants PFC Energy* 

It’s become dear that the indus¬ 
try has no surefire way of dealing with 
problems on the sea bottom a mile 
below the surface. That’s one reason 
some environmcnEalists are already ar¬ 


guing that deepwater drilling should 
be banned outright. **Disaster response 
plans are totally inadequate*" says 
A than Manuel, lands protection direc¬ 
tor at the Sierra Club. "There is no such 
thing as safe offshore drilling " 

Still, with global energy demand es¬ 
timated to grow by up to IB percent in 
the next 10 years, energy producers will 
have no choice but to exploit oil depos¬ 
its under thousands of feet of water, says 
Robert Frykiund, vice-president for in¬ 
dustry relations at consulting firm IBS. 

That's why the Macondo mess may 
lead to stiffer requirements designed 
to reduce the likelihood of future ac¬ 
cidents rather than a drastic reduction 
of offshore activity. On May 11 ^ Energy 
Secretary Ken Salazar announced 
moves to toughen inspections and 
oversight of offshore drilling rigs. The 
Obama Administration had already an¬ 
nounced a 30-day moratorium on new 
drilling permits and that it would sepa¬ 
rate the safety operations of the feder¬ 
al Minerals Management Service from 
its royalties and leasing functions. 

The Administration hasn't public¬ 
ly backed away from offshore drill¬ 
ing, That stand will be put to the test as 
congressional hearings continue into 
safety procedures used by oil compa- 
nies-or if the growing spill begins to 
fau! the ILS, coastline rather than just 
the sea itself, “Thjs will always be a 
risky industry/" says John Hofmcister, a 


Entertainment 

Holly wood's Big Bets on Summer Movies 

Iron Man 2 has Hollywood picturing a record summer T!ie movie pulled in $128 mil lion in 
its U.S. opening last weekend, beating the original film's $98.6 milliun debut. That fast start, 
plus higher ticker prices for 3-D movies, may push the industry past last summer s $4.25 
billion, says Paul Dergarabedian, president of Hoi lywoodxom's box-office tracking unit. 


The Twilight Saga ； 
Eclipse 

Summit Enteminmem 

Women and girls made 
ihe fi rsi two TA^iight 
movies over-Ute^top 
successes for producer 
Summit Entertainment, 
The studio, looking to 
lure more boys, hired 
horror director David 
Slade lo add vampi re¬ 
vs, -wamwoUac Uon and 
a darker tony. 


Iron Man 2 

Marvel Studios 


Robert Downey 
jr^s swaggering 
inLerpmaLkm or Qie 
billionaire crime fighter 
htlptfd Lhe farsi movie 
reach beyond tans of 
the Marvel comic books. 
This time, Downey gets 
help from new co-star 
Mickey R<rurkt» t who 
appears as Lh<? movie p s 
diiefvjllain. Whiplash, 


Shrek ForeverAfter 
DreamWorks 


DreamWorks Animation 
releases ih^ rounh and 
final episode oi films 
about, a genial o^ri?. At 
least som e of the Shrek 
cast of characters will 
live on, tiowever. The 
studio is developing ^ 
spin-off. Puss rn Booh, 
vctictid by Anton io 
Banderas. 


To>5too f 3 

Pixar 

Pixar launched a 
Ian dslideot compuLer 
animsied movies when 
it reJeflsed its fim 
EiiJl-lejigLh feature in 
1995. Walt Disney, now 
Pixar’s owner, plans to 
revive the franch isewith 
3 R Disney whetted 
apptaUL^s last year by 
m-rdeasing lh^ original 


Inception 
Warner Bros- 

Director Christopher 
Nolan proved wiih his 
The tiark Knight thai he 
can ploast crowds and 
miics. Time Warner is 
betting he will do the 
same with Incepthn^ 
a thriiler starring 
Leonardo DiCaprio 
abauLaJimuHai steals 
its customers' minds. 
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former president of Royal Dutch Shell 
，s U.S, business, “There is going to be 
constant scrutiny of how much risk for 
how much gain.” 

Stanley Reed and Joe Carrol^ with 
Rachel Layne andjessica Resnick-Ault 

The bottom line OH companies tike BP have plenty of 
experience drilling in deep \^stsr. Th&y re still i^e 

on dea_ With disaster. 


Television 

Can Fox Hang On 
To Its Lead? 

► The heat is on programming chief 
Kevin Reilly 

► 'There are icebergs ahead … Idol is 
starting to shows signs of age” 


New York where TV networks preview 
shows for advertisers. Among the candi¬ 
dates ： featuring Arrested 

Development star Will Amett as a Bev¬ 
erly HilhjcTk who falls for an environ¬ 
mentalist. “Everyone has reality shows 
now, and folks want a good laugh； 7 
Reiliy says. 

Others are less optimistic about the 
strategy. The ratings dip for Idol and 
House, along with the conclusion of 24, 
have led Spencer Wang, an analyst at 
Credit Suisse in New York, to predict 
that Mews Corpus broadcast network 
wilJ see less growth in advance advertis¬ 
ing sales for the TV season that starts in 
September. 

Wang，who has a neutral rating on 
News Corp. shares，estimates Fox^s up¬ 
front ad sales will increase 14 percent 
from kst year's $1.6 biJlion. His Apr. 29 
report predicts gains of 20 percent to 
30 percent for the network’s competi¬ 
tors. “There arc icebergs ahead for Fox 
because American Idol is starting to 
show signs of age"' says Brad Adgate, 
head of research for the ad-buying com¬ 
pany Horizon Media. 

Class A shares of News Corp.，the 
New York-based media company con¬ 
trolled by Chairman and Chief Executive 
Officer Rupert Murdoch, have gained 
6 percent this year and dti May 12 dosed 
at 14,51, News Corp. also owns the Fox 
film studio and The Wall StreetJournal 

Reilly, whose resume includes shep¬ 
herding production of the HBO hit The 
Sopranos, has a record of sniffing out 
winners. In two tours at NBC he was 
part of the team that developed £R and 
Just Shoot Me. Before being fired in ap 
NBC power struggle in 2007, he led de¬ 
velopment of The Office and 30 Rock. 

At Fox, Reilly developed the ani¬ 
mated hit The Cleveland Show and Gtee ， 
a one-hour musical comedy that has 
become one of this season's biggest hits, 
ranking as the network’s most watdied 
show in the latest weekly ratings after 
Idol, according to Nielsen. Overall, Fax's 
ratings among 18-to-49-year-olds are up 
3 percent in the TV season that started 
in September, Nielsen data show. Cowell 
is expected to return to Fox in late 2011 
with a music-based competition show 
called TheX Factor. 

—Ronald Grover 

Th& bottom Hns Fox needs to bolster its tin 卿 in 
response to the departure of American Idol star 
Simon Cowetl and the conclusion of thriller 24^. 


Oil 


Little Nalco Will Benefit 
From BP^s Spill 


► The company’s dispersant 
chemicals break down the oil slick 

► Warren Buffett is the company's 
biggest shareholder 

BP's assault on the growing spill sur- 
rQundhigits runaway well in the Gulf of 
Mexico has been good news for Nalco. 
The suburban Chicago-based compa¬ 
ny makes the oil-dissolving chemicals, 
known as dispersants, used to break up 
the oil slick, and has increased its pro¬ 
duction by ten times since the incident. 
More than 430,000 gallons of dispersant 
have been used so far in the Gulf. The 
idea is to break the oil into millimeter- 
size chunks that will be absorbed into 
the water Some lawmakers and fishing 
groups have asked the government to de¬ 
termine if the chemicals can cause harm. 

Dispersants represent less than one 
percent of Nairn's revenues. It also 
makes chemicaJs that increase the flow 
of oil through pipelines and in refineries. 
Shares arc up 5.9 percent since May 3. 

That's good news for investor 
Warren Buffett. His Berkshire 
Hathaway is Nalco's largest 
shareholder, with a 6.5% stake, 

—Jessica Resnick-Ault 

The bottom fine Business /s good fora 
low-profilQ company making products 
that help dean up the oil spill in the Gutf. 


Kevin Reiily, Fox Broadcasting's enter- 
tainniem president, is racing to find 
new shows. His worry is that the net¬ 
work's buoyant ratings could sink once 
Simon Cowell, the caustic talent judge 
and star of American klol ， leaves the suc¬ 
cessful singing competition this month 
after nine seasons. 

The Fox programming chief wants 
to remake a network that has relied on 
Idol, hour-long dramas, and cartoon 
comedies to lead in the crucial i8-to-49- 
yearold viewer category for almost six 
years. In addition to Cowell's exit from 
Idol, TV\s most watched show. Fox is 
losing Kiefer Sutherland and his popu¬ 
lar thriller, 24. The network needs fresh 
fare, especially because 18-to-49 rat¬ 
ings for both idol and a medical drama, 
House, are slumping. 

Reilly, 47, insists he welcomes the 
challenge. “It’s a high-class problem 
to have，” he says. fS The shows are still 
very strong. But if we don't come up 
with new shows for two years, we could 
be in the same shape as soane of the 
other networks/* He's charting a course 
toward comedies; Fox may air as many 
as four new ones this fall Reilly won’t 
say yet which shows Fox will unveil at 
its May 17 upfronts^ the annual event in 


Reilty celebrating 
wftli Gl&e star Lea 
Michele at a Fox 
party m January m 
Pasactena, Caltf. 
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Education 

Case Study: Howto 
BuildaB-School 


► Johns Hopkins is creating an MBA 
program that plays off its strengths 

► “Since we are the new kids... we’re 
trying to change the mold” 

How do you create a business school 
from scratch? Yash Gupta，dean of the 
Carey Business School at Johns Hop¬ 
kins University, is about to find out. 

The worid-rcnowncd research univer¬ 
sity received a $50 million gift from 
real estate mogul William Polk Carey in 
2006. After three years of curriculum 
design, fund-raising, and faculty re¬ 
cruiting, the first class for Hopkins" new 


global MBA program arrives m August. 

To distinguish the Carey school, 
Gupta has created a program focused 
on entrepreneurship ， innovation, and 
global business. Students will spend 
winter break tackling a business prob¬ 
lem in a developing country, Theyll go 
to the medical schooJ to study research 
and inventions; in their second year, 
they're expected to take one to market. 

With specializations that include 
life sciences, energy, and the environ¬ 
ment, it's a safe bet the program wi31 
not attract aspiring consuitants or in¬ 
vestment bankers. Gupta doesn't mind ： 
“Since we are the new kids，we don’t 
have to change culture. We’re trying to 
change the mold " 

The challenges will be huge, tt may 
be several years before Carey wins ac¬ 
creditation from the Association to Ad¬ 
vance Collegiate Schools of Business 


{AAC ： SB>, without which many students 
won't give it a second look. Faculty at 
elite B-schools will be in no hurry to 
defect to a schooi with no track record 
and no building (it leases space in a Bal¬ 
timore office building). Fund-raising and 
finding jobs for grads will be tough. 

Robert Sullivan, who launched the 
University of California at San Diego’s 
Rady School of Management in 2003 ， 
says his toughest tasks included launch¬ 
ing an executive education program and 
raising $110 million for a new building 
And other expenses "It was realty kind 
of Band-Aids for the first year " he says. 

Gupta has recruited 31 full-time fac¬ 
ulty members from the University of 
Pennsylvania's Wharton School, Purdue 
University's Krannert School af Manage¬ 
ment, and other schools with the goal of 
having 90 in five years. The Global 
MBA program attracted 500 appll- 


DO YOU AGREE OR DISAGREE? 


The U.S. will maintain its current 
position as the leading global economy. 

So far, 43% of senior executives think so. Join the debate at busipessweek-com 
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Where CEOs Are Made 

Bloomberg's listing of chief executives’ undergraduate aima maters shows which schools 
produced the most corporate chieftains among S&P 500 companies 
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cants for 80 spots, allowing it to enroll a 
class that is more diverse than most top 
American B-schools. Half the students 
arriving in August will cany foreign 
passports ； half will be women. 

—A/lso/i Damast 

The bottom Hug The Carey school faces big 
obstacles, but its innovstivQ focus antf thQ Johns 
Hopkins repuiation may s&i it ap^ri 


Sports Marketing 

Adidas’ Big Money 
Defense Against Nike 

► With Nike closing in, Adidas hopes 
sponsorships will preserve its lead 

► Soccer “is, of course, the heart and 
sout of our company ■’ 

A few months after the 2006 World Cup 
finals in Germany, Adidas Chief Execu¬ 
tive Officer Herbert Hairier was visiting 
the Kennedy Space Center in Florida 
when he received an urgent call on his 
cdl phone, Horst Schmidt, then general 
secretary of Germany’s national soccer 
federation, told tell Hamer that Mike 
was trying to sign the German national 
team-an Adidas team since 1954 - to an 
exclusive sponsorship. 

Hainer, determined to retain Adidas' 
role as the world's largest soccer brand. 


A Three-Pronged Strategy 


thwarted Nike's angle of attack by dou¬ 
bling sponsorship of the team to 20 mil¬ 
lion euros ($25.7 million) per year. He 
didn't stop there. At the World Cup tour¬ 
nament that kicks off on June 11 in South 
Africa, Adidas will sponsor the entire 
event and a third of the teams. Explains 
Hainer ： “We have protected our ground 
fairly well." 

It's hallowed ground for global sport¬ 
ing goods makcTS like Adidas. Soccer, or 
football for purists outside North Amer¬ 
ica, is the most popular sport an the 
planet. Sales of soccer products, which 
hit $10.8 billion in 2008, are expected 
to surpass that mark this year, notes 
Rcnaud Vaschalde, a Paris-based sport 
industiy analyst at market researcher 
NPD Group. 

Adidas spends $125 miJlian a year on 
sponsorship deals with the FIFA global 
league and ks six top teams, according 
to German sports marketing consultant 
SPORT+MARKT. Nike spends $75 million 
per year for the right to sell the game- 
related gear of five leading teams. The 
company, sponsor of 10 teams, hopes 
to expand the Nike brand's $1.7 billion 
soccer business. Adidas had soccer sales 
of about $1.8 billion in 2008 and has to 
spend big on the World Cup to counter 
its riva】’s lead in basketball and running 
gear, says Christopher Svezia, a sporting 
goods analyst at Susquehanna Financial 
Group. 'They will fight tooth and mil” 
ta stay tops in soccer, he says. 


A run by Germany ta the finals 
could double sales of Adidas match 
shins (that go for $88) to 1 million. A 
strong showing by Nike-sponsored 
Portugal would help the other guys, 
“There's certainly a risk, that's the 
beauty of sport 广 says Nike brand Presi¬ 
dent Charles D, Denson. 

And that’s why Adidas signed on 
as sponsor of the entire toumanient- 
as a hedge. Halner is defending a heri¬ 
tage that goes back to 1954 when com¬ 
pany founder Adi Dassler supplied the 
first screw-in-stud soccer shoes to the 
German national team, which went on 
to win that year’s World Cup. “Football 
is, of course, the heart and soul of our 
company/' Hainer says. 

—Matt Townsend and Holger Elfes 

The bottom iine The hented competition hetween 
Adidas and Nike in safes of soccer gear wift be played 
out during the upcoming World Cup championship. 


Airlines 

British Air and Its Unions 
Rumble on the Tarmac 



►With contract talks stafied T cabin 
workers are planning walkouts 


► “As a hit to profits It's painful, but as 

a drain on cash it’s manageable” 

The skies have not been peaceful for 
British Airways lately. Repeated shut¬ 
downs of Europe's airspace follow¬ 
ing the eruption of Iceland's EyjaQalla- 
jokull volcano on Apr 14 helped send 
BA's traffic down 22 percent last month 
Now Chief Executive Officer Willie 
Walsh faces an even bigger challenge ： 
restive workers. 

The Unite union, which represents 
BA's cabin crew workers, since March 
has staged a scries of work stoppages 
over stalled pay talks (picture), crew 
cutbacks on long-haul flights，and the 
subsequent elimination of some free 


Adidas asms to remain ihe world's largest soccer brand by sponsoring FIFA World 
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travel benefits. The union raised the 
ante by calling four walkouts of five days 
each to begin on May IS. 

The latest strikes may cost BA up to 
150 miHion pounds ($223 million), in¬ 
cluding business lost on the single days 
between walkouts. That would wipe out 
mast of the $302 million operating profit 
analysts had been projecting for the 
fiscal year that began Apr. L “As a hit to 
profits it's painfoJ, but as a drain on cash 
it's manageable/ 5 says Douglas McNeil! at 
Charles Stanley Securities in London. 

While BA’s $2,36 billion cash cush¬ 
ion wiil help, the airline is still recover¬ 
ing from the estimated $147 million in 
business lost due to tlie volcanic dust 
disRiption* The global recession has so 
depressed overall demand for air travel 
that Chief Financial Officer Keith Wil¬ 
liams believes BA’s pretax loss could 
hit a record $886 million for the year 
ended Mar. 31. 

That's why Walsh is fixated on feduc¬ 
ing costs at Europe's third-largest air¬ 
line. He cut cabin crew staffing levels in 
November without union approval in an 
effort to save $187 million, go far he has 
hung tough in ongoing contract negotia¬ 
tions over pay, 

BA, in a statement, said it is ^sad¬ 
dened but not surprised 1 ' by the new 
strike call, and that it planned to contin¬ 
ue flying throughout the walkouts. 

One advantage for Walsh ： The Brit¬ 
ish Airline Pilots' Assn, says it will work 
normal hours through any strike. The 
pilots union last year reached a deal 
with BA that it says gives the airline 
annual savings of $36.9 million. 

Still, BA says it will have to lease 
planes and crews from other carriers 
to maintain a reduced schedule during 
strikes and may have to rebook thou¬ 
sands of customers onto other airlines. 

That could be expensive for both 
sides of the dispute. "I very much doubt 
that Unite can stage a successful strike 
of this duration/' McNeill said. "Asking 
cabin crew to forfeit a month of wages 
seems to me to be a big ask/ T 

Meanwhile, BA risks losing custom¬ 
ers just as business travel is starting to 
pick up. Walsh must balance that possi¬ 
bility against his desire to get a perma¬ 
nent handle on costs. O 
—Steve Rothwell 

The bottom tinG British Air and its cabin crews are 
ongagod in an expensive game of chicken, which 
ooufd have a long-term Impact on its costs, 
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A lab technicjan for Pathway Genomics in San Diego tests DN A samples 


Walgreen^ 
OfMhe-Shelf Gene 
Testing is Hsre 
On May 14, Wa(green's 
became the first 
national U 』 S, drugstore 
chain store to setl gene 
test kits that promise 
to deliver Information 
about a person's risk 
for developing dis¬ 
eases like Alzheimer’s 
and cystic fibrosis and 
for passing medi¬ 
cal conditions on to 
their children. For 
S3 0 4 buyers receive a 
plastic vial and a ship¬ 
ping envelope to mail 
their spit sample to 
the test's manufac- 
turer k San Diego-based 
Pathway Genomics. 
Consumers then pay 
another $79 to S249 
for a detailed gene as¬ 
sessment, Ai least two 
other US, companies 
now market gene tests 
on the I n ter net f but 
Pathway Genomics is 
hoping a retail pres¬ 
ence wiH entice more 
customers to try them 
FDA officials are trou¬ 
bled by the prospect of 
people making serious 
life decisions^ such as 
aborting babies, based 
on the results of such 
tests, none of which 
have been approved by 
the agency. 

General Motors 
Looking to Rev Up 
Sales with Credit 
General Motors wants 
back into the auto-loan 
business. According to 
people familiar with the 
company’s pians, GM is 
pondering whether to 
buy back a piece of its 
former financing unit, 


GMAC, create a new 
credit unit of ita own, or 
forma partnership with 
other tenders. The auto 
giant wants to be irt a 
position to provide in- 
hou&e financing ta its 
dealers again so (t can 
pump up sales ahead of 
an initial public offering. 


mB 




Blockbuster 

This Film May Hsue An 

Ufihappy Ending 

Prices for Blockbust¬ 
ers bonds indicate that 
Investors are betting 
against the survival of 
the video-rental chain 
Over the last three 
months the company^ 
senior debt has traded 
at 60,5<t to 76<f on 
the dollar. At those 
prices, analysts say, the 
demise of the 21-year- 
old chain is imminent 
and inevitable. Dallas- 
based Blockbuster 
says it can restructure 
its way back to health. 

In an effort to fend 
off competition from 
Netfiix and Coin star s 
RedBox kiosks, the 
company introduced 
mail-order service, 
partnered with MCR , 
to open 10,000 
kiosks, and closed 
374 US. outlets. 

Yet investors are 
not convinced that 
there is room fora 
Blockbusters 
In a digital 
world. 


Royal Bank of Scotland 
Cutting a Banking 
Giant Down to Size 
Royal Bank of Scotland 
Group, recipient of 
the worlds biggest 
bank bailout, prans 
to cut 2,600 jobs 
at its insurance and 
consumer banking 
divisions, according 
to a person privy to 
the discussions Jn 
f exchange for receiving 
^ government assistance, 
the European Union 
is forcing the bank to 
sell its Direct Line and 
Churchill insurance 
units, along with 300 
bank branches. RBS 
has eliminated 26』000 
jobs since 2008, or 12 
percent of its staff. It Is 
the only U K. bank that 
did not post a profit in 
the first quarter, 

Berkshire Hathaway 
Business is on the 
Mend in Omaha 
On May 7, Warren 
Buffetts sprawling 
conglomerate reported 
revenues of S32 billion 
for the first quarter, a 
41 percent jump Irom 
the same period last 
year and the highest 
quarterly figure since 
2007 h A recovery in 
sales of diamonds, 
luxury flights, and 



recreational vehicles 
led the way. Burlington 
Northern Santa Fe, 
the railroad Buffett 
acquired in February 
for $27 billion in what 
was his biggest deal 
ever, added S2.1 billran 
to revenues. Profit 
for the quarter was 
$3.6 billion, compared 
with a S15 bHNon loss a 
year ago. 

GlaxoSmithKline 
Compensation for 
Diabetes Drug Users 
GlaxoSmithKline 
agreed to pay about 
$60 million to settle 
700 out of roughly 
4,000 lawsuits over its 
Avandia diabetes drug, 
people familiar with 
the accords said That 
works out to about 
$86,000 in compensa¬ 
tion per case, which 
Is substantially less 



than the 5500,000 per 
case one analyst had 
forecast. Glaxo will 
face its first U S. trial 
over Avandia. which 
allegedly has caused 
heart attacks and 
strokes in some users, 
this July, 

Yahoo! 

One Big Crack in the 
Glass Ceiling 
Carol Bartz made 
headlines when she 
was appointed chief 
executive officer of 
struggling Yahoo! in 
January 2009. Ac¬ 
cording to a recent 
regulatory filing from 
the company, Bartfs 
singular status as one 
of the few women 
to lead a major US. 
tech firm is matched 
by a singularly large 
paycheck, The former 
Autodesk chief last 
year received a total 
compensation pack¬ 
age of S472 million, 
including stock awards 
worth $13 million and 
stock-options worth 
$29.2 million Bratz’s 
predecessor at Yahoo, 
co-founder Jerry 
knocked his own salary 
down to a token Si 
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Billion 

The amount that the 
Congressional Budgei 
Oflice esiimates 
subsidizing Fannie and 
Freddie will have c ⑽ 
taxpayers between 
2009 and 2019. 


The tab to the 
taxpayer since the 
govermnem pm ihe pair 
in con^rvaiorship, in 
vvhit：h th 亡 gwermnt*ni. 
acts as owner and 
operator, in 2008 


Rethinking Fannie 
and Freddie 


Without overhauling the mortgage giants, reform is unlikely 


It’s “like declaring war on terror and ignoring Al-Qaeda” 


When the history books are written 
about America's early 23st Century finan¬ 
cial system breakdown, what will they 
make of Fannie Mae and Freddie ft/lac? 
These two government-sponsored enter¬ 
prises (GSEs) that own or guarantee 
76 percent of all mortgage originations 
were at the center of the credit market 
collapse* Bailing them out has cost the 
U.S. taxpayer $145 billion and counting. 

Yet while Wall Street executives, 
credit rating agency managers, and Bmh- 
era regulators have been hauled into the 
public square, comparatively little time 
has been devoted to repairing these two 


entities, which have been in conserva¬ 


torship for 20 months. With little public 
discussion, Unde Sam has basically na¬ 
tionalized their $5.5 trillion in home- 
loan assets. The Obama Administration 
ha.s pledged to cover unlimited losses at 
Fannie and Freddie through 2012, a com¬ 
mitment that goes beyond a prior credit 
line of $400 billion (which itself had been 
doubled). In early May, Fannie posted a 
$13J billion loss while Freddie fessed up 
to losing $6.7 billion. The pair now tote 
$340 billion in nooperforming assets. 
More disturbing than the sheer costs 
involved is the lack of discussion of how 


best to fix, privatize, or even phase out 
these giants. Congress is busily trying 
to overhaul other sectors of the U.S. fi¬ 
nancial system, namely large commer¬ 
cial banks, the securitization industry, 
and derivatives trading. Vet it’s hard to 
see how any fix would be comprehen¬ 
sive witliout reform of Fannie and Fred¬ 
die, two institutions so central to US. 
home finance. It’s “like declaring war on 
terror and ignoring Al-Qaeda； 7 said Sena¬ 
tor John McCain. On May 0 the Arizona 
Republican tried unsuccessfuily to phase 
out the companies' taxpayer lifeline 
as part of the regulation reform bill. 


Politics8(Pplicy 

















May 17— May 23, 2010 

Bloomberg Businessweek 

Polltics&Policy 


Instead, the Senate settled for exhorting 
the Treasury Dept, to study how to wean 
Fannie and Freddie off the dole. 

Too bad，because there is an illuminat¬ 
ing policy debate to be had about these 
two government-hatched siblings. Theirs 
is a tale of industrial policy run amok- 
enabled by creative accounting, circu¬ 
lar financing, a lack of transparency, and 
Washington’s penchant for marrying poli¬ 
tics with sociology. Fannie and Freddie 
were ori^nally created to buy mortgages 
from local banks so the banks could lend 
again. Successive administrations used 
them to achieve various goals, including 
expanding low-income housing and mi¬ 
nority homeownership. At the same time, 
the companies grew rapidly and became 
liighJy profitable. Thdr implicit govern¬ 
ment guarantee allowed them to tap the 
credit markets whenever they wanted ， 
and at favorable interest rates. 

In the early 2000s, when rivals stole 
market share by packaging the sub- 
prime mortgages that Fannie and Fred¬ 
die at first eschewed, the companies 
switched course and bought hundreds 
ofbi]]ions , worth of the risky loans. 
That, and ill-timed accounting scandals, 
were their undoing, "Tannic and Fred¬ 
die are the poster children of the moral 
hazards of government guarantees - 
even implicit ones/" says Craig Pirrong, 
professor of risk management at the 
University of Houston. 

Now the Treasury Dept, is again 
using Fannie and Freddie as tools of 



social policy by requiring them to 
spearhead loan-modification programs 
for distressed homeowners. They are 
single-handedly keeping the nation's 
mortgage machine going as the only 
ones buying and securitizing home 
loans from originating lenders. Without 
Fannie and Freddie, it would be nearly 
impossible to buy or sella home today. 
Meanwhile, they must pay billions in 
dividends to Treasury (which, to com¬ 
plete the loop, is funding them) as part 
of their conservatorship. 

Not that anything approaching the 
true carrying cost of all that red ink is 
appearing on the governments bal¬ 
ance sheet. Only the draw down of 
the now-unlimited taxpayer backstop 
hits the government's books. This is a 
great deal for Washington, which gets 
to control the $5.5 trillion mortgage- 
finance market fora mere $20 billion 
or so a quarter. The real-time, mark- 
to-market losses are kept out of Ad¬ 
ministration talking points on the cost 
of the bailout. As recently as Apr, 23 ， 
Treasury Secretary Timothy Geithner 
told Congress that rescue programs 
will tally only about $87 billion, in¬ 
cluding Fannie, Freddie, and the Trou¬ 
bled Asset Relief Program. 

The Congressional Budget Office, 
which isn’t authorized by Congress to 
undertake a full accounting of Fan¬ 
nie's and Freddie's finances, figures 
that keeping the pair afloat will cost 
taxpayers $389 billion between 2009 
and 2019, even more than American 
International Group's bill. “This is 
the pushing-under-the-table af those 
losses； 1 says Roberc Pozen, the chair¬ 
man of Boston-based fund shop MFS 
Investment Management who led a 
committee to improve financial report¬ 
ing for the Securities & Exchange Coni- 
mission in 2007. 

Geithner has so far told Congress 
that Fannie and Freddie “will not exist 
in the same form as they did in the 
past/ 1 There is, however, no timetable 
for reform. In the Interim, the housing- 
finance giants remain in limbo ： They 
can’t continue as they are, and the 
fragile economy can't function without 
them. H Washington has essentially na¬ 
tionalized mortgage credit，” laments 
Doug Noland，senior portfolio manag¬ 
er of the Federated Prudent Bear Fund 
and a longtime critic of the GSEs. “It’s 
difficult to see how the private sector 


can now go alone without govemnient 
guarantees/’ 

There is a reason why Fannie and 
Freddie have only grown in scope. 

No matter which political party has 
been in control ： They exist outside the 
checks and balances taught in sev- 
enth-grade civics class* "They are now 
being used as a conduit for the execu¬ 
tive branch to spend money for policy 
purposes without having to 既 t a vote 
and without transparency" says Phil¬ 
lip Swagel, a Treasury economist under 
President George W. Bosh who now 
lectures on financial crises at George¬ 
town University's McDonough School 
of Business. 

Taking on Fannie and Freddie in¬ 
volves taking on the very notion of 
home ownership for everyone. How¬ 
ever flawed an aspiration that may have 
proven to be, it's still one that remains 
sacrosanct in Washington. 

—Roben Farzad 

The bottom tine As Congress fixes fiaws in the 
ftnBticial system, no serious fix for Fannie Mae and 
Freddie Mac is under serious considerBiion 


IMC Election 

The Bank of England’s 
Kingmaker 



A central bankers dire deficit 
warnings became an election issue 

: “We are still halfway through the 
world's worst financial crisis" 

Central bankers typically go to great 
lengths to stay above the political fray. 
When an election cycle coincides with 
a ftill-blown fiscal crisis like Great Brit¬ 
ain's, that’s not always an easy task. 
Such is the predicament of Bank of Eng¬ 
land Governor Mervyn King, a fiscal 
hawk who has issued dire warnings 
about his country's profligate spending. 

In the just-completed U.K. election. 
King courted political controversy by 
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urging then-Prime Minister Gordon 
Brown T s government earlier this year to 
show more spending restraint in the face 
of the country's gargantuiin budget defi¬ 
cit, now docking at about 12% of gross 
domestic product. He warned in Febru¬ 
ary that the U.K：s top credit rating was 
“ours to lose" and said financial markets 
“want a dear and strong signal” that the 
government can manage the deficit. 

Whether intended to or not ， King 
became the subject of a sparring match 
in Parliament before the elections when 
Conservative leader David Cameron 
used icing's views on the budget to slam 
Brown’s handling of the economy. Now 
Cameron, not Brown, resides as Prime 
Minister at 10 Downing Street, thanks to 
an accord reached by h\^ Conservative 
Party and the Liberal Democrats. 

At a postelection press conference 
on May 12, King said that while he tried 
to intervene "as little as possible” before 
the election, it was appropriate to com¬ 
ment on the budget shortfall. “We are 
still halfway through the world’s worst 
financial crisis ever，” he said. “!t is ini 
portant for the central bank to com¬ 
ment on the measures to deal with the 
fiscal deficit that will certainly color 
monetary policy for a long time to 
come.” He said Greece^ fiscal mess 
shows what can happen when budgets 
run out of control. 

King says he wcicomes Cameron's 
plans to trim the UK,，s budget deficit, 
which Conservative officials have in¬ 
dicated will involve 6 billion pounds 
($9 billion) of cuts this fiscal year. “The 
agreement I have been informed about 
that was reached between Conserva¬ 
tives and Liberal Democrats \s a very 
strong and powerful agreement/ 1 King 
said in London after unveiling quarterly 
economic forecasts. 

The central bank predicted the econ¬ 
omy will sustain its pickup and reach 
an anmial growth pace of about 3.5 per¬ 
cent by the beginning of 2012. Inflation 
is likely to remain below the 2 percent 
target. Mopping up after the fiscal mess 
will be a multiyear affair. And if the new 
government loses its nerve in cutting 
spendingj it can probably count on King 
to issue a public scolding or two to get 
everyone's attention. — Jennifer Ryan 
andSvenja O'Donnell 

Tfw bottom tine King wilt continue to maintain a 
balance between catting for fiscal restraint and 
appearing to meddle in this era of British politics 


Financial Regulation 

The Charmed Life 
of Hedge Funds 

As banks get a tighter leash, funds 
may remain lightly regulated 

“We were the pure capitalists / 1 says 
fond manager James Chanos 

There's one corner of WalJ Street that is 
happily backing Congress's regulatory 
overhaul of the US. financial system: 
the $1.7 trillion hedge fund industry. 

The private investment pools have 
been largely silent during this year's 
legislative imbroglio, confident that the 
regulatory proposal that directly ef¬ 
fects them-a requirement to register 
with the Securities & Exchange Com- 
mission-won't crimp their business. 
Backed by well-connected lobbyists, 
including Richard Baker, a former 
senior Republican on the House Finan¬ 
cial Services Committee, hedge funds 
have thus far dodged the Washington 
reform bullet. 

Their pitch to lawmakers goes like 
this ： Not a single hedge fund took gov- 
eminent aid during the financial indus¬ 
try bailout. Nor were any funds impli¬ 
cated in the various scandals that made 
this credit crisis so unnerving, “Unlike 
almost all the other actors on the stage 


of financial regulation in Washing¬ 
ton, we were the pure capitalists^ says 
James Chanos, president of Kynikos 
Associates, a short-seHing hedge fund 
in New York, “[f we made bad deci¬ 
sions, wc lost money and suffered the 
consequences." 

Chanos supports hedge fund reg¬ 
istration, which would give the SEC 
the ability to inspect the firms’ books 
and require them to disciose more in¬ 
formation, More regulation than that 
isn't needed, he argues, because hedge 
funds don't receive the taxpayer sup¬ 
port that banks da 

Still, there is a growing concern 
that by ignoring hedge funds, and 
to a lesser degree private equity and 
venture capital Ifiniis, which are also 
largely unregulated. Congress may be 
setting a path for the next economic 
disaster. 

“ YmTre talking about an indus- 
try that manages trillions of dollars of 
wealth, and to leave them in the dark 
while we create a 21st century regula* 
tory framework for the banks would 
be a huge mistake,” says Dan Pedrotty, 
director o f the AFL-ClO’s investment 
office that advises union pension funds 
with more than $500 billion in assets. 
"There needs to be a level playing field 
here so money doesn’t flow to rhe un¬ 
regulated parts of Waif Street." 

House Minority Leader John 
BochncT (R-Ohio) has highlight- 
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ed the loophole to 
show how loosely 
regulated hedge 
funds would be 
compared with 
what he calls the 
“massive new reg¬ 
ulatory structure 
being imposed 
on other financial 
firms/' 

The tighten¬ 
ing of regulations 
on banks could usher in a new era of 
profitability for hedge funds, pushing 
money and trading talent their way. 

One example that is gaining attention ： 
Senators are about to give final consid¬ 
eration to the so-called Vokker Rule, 
named after its proponent, former Fed¬ 
eral Reserve Chairman Paul Vokker, 
that would bar commerdal banks from 
so-caJJed proprietary trading-that is s 
solely for their own accounts. Ffit pass- 
es-and a similar version is adopted by 
the House, which approved its financial 
overhaul legislation in December-star 
traders in search of better bonuses may 
flock to hedge funds. The Volcker Rule 
would also prohibit banks from owning 
hedge funds* 

The tougher leverage limits and cap¬ 
ital requirements now envisioned for 
banks could make it harder for them to 
compete against hedge funds' higher 
returns. A third proposal, to separate 
derivatives trading from commercial 
banking, is opposed by the Treasury 
Dept because it worries that more 
trading in the complex securities 
would gravitate to—you guessed it 一 
hedge funds. 

Big banks are fighting the deriva¬ 
tives rule and Voicker plans and could 
yet defeat them on the Senate Hoar So 
far, though, few lawmakers are offer¬ 
ing to help. As public outrage against 
Wall Street runs high, no politician in 
an election year wants to be seen as soft 
on banks. 

The Obama Administration is com¬ 
fortable with the current proposals tor 
hedge Hinds. Requiring funds to reg¬ 
ister with the SEC will give regulators 
a window onto the funds' opaque op¬ 
erations, a big improvement over the 
status quo, the White House reasons. If 
a hedge fund grows too large, it would 
also face stepped-up oversight by the 
Federal Reserve under the proposed 


reform legislation. 

One issue that may be debated on the 
Senate floor in coming days is wheth¬ 
er private equity and venture capital 
fimLS should get the same treatment as 
hedge funds. Senator Jack Reed (D-RJ.) 
intends to try to end that disparity, Not 
everything is going the industry's way. 
Hedge fund and private-equity manag¬ 
ers remain in tht cross hairs as Congress 
gets ready to again take up the issue of 
raising taxes on their persona] income. 
— Robert Schnidt 

The bottom iine ff hedge funds get light regulatory 
treatment from Congress they will endup with a huge 
competitive advantage over commercial banks 


Lobbying 

An Internet Struggle 
With Bandwidth Aplenty 



Why the net neutrality debate 
coufd drag on for years 


^ Congress has no reason to swiftly 
resolve a ^fund-raising gusher * 1 

The fight over regulating the Internet 
has become the engine for a perpetual 
Washington fund-raising machine. By 
definition, this means the battle won't 
end anytime soon. 

On May 6, Julius Genachowski, chair¬ 
man of the Federal Comiminications 
Commission, announced that his agency 
would move toward crafting new restric¬ 
tions on high-speed service providej s 
such as Comcast ， AT&T, and Verizon ， As 
he secs it, the FCC is defending the status 
quo of a free and open Net. Preserving 
what fans cali "net neutrality" would 
mean barring service providers from fa¬ 
voring their own online offerings and 
those of business partners. It would also 
mean stopping the providers from slow¬ 
ing or blocking content from rivals like 
Google’s YouTube video empire. 

Rather than settling the issue, 


though, Genachowski T s move may guar¬ 
antee years of jockeying in all three 
branches of government. Among the I< 
Street law and lobbying firms，it means 
plenty oflucrarive paydays ahead. 

Victor E, Schwartz, who chairs the 
Washington policy group at Shook, 
Hardy & Bacon，has ^een this drill 
before- “You have a Washington game 
with certain perennid] issues important 
to business/" he says, “They come back 
again and again. Why? They're fund¬ 
raising gushers." Members of Congress 
see little reason to resolve the clash 
quickly, so long as conflicting interests 
fill their campaign coffers. 

Schwartz served as an industry field 
general in a 20-ycar war against the 
pfaintiffs 1 bar over product liability re¬ 
strictions. Tliat scorched-eartli exercise 
in the courts and Congress finally burned 
out in 2005* Business interests won se¬ 
lected litigation curbs, including limits 
on state court class actions and securities 
suits. Total victory-broad federal rt toit 
reform’’-eluded Schwartz and his allies. 

Net regulation could be the new prod¬ 
uct liability. The FCC announcement *.is 
likely to set off a politically charged con¬ 
flagration and deep-pocketed lobbying 
war 广 pitting the digital service providers 
against Google, Amazon, and others that 
want their content diiseminaEcd free of 
special charges or limitations, ^aysjefirey 
Silva, a Washington-based analyst with 
Medley Global Advisors. 

Genachowski, 47, a Harvard Law 
School classmate of President Barack 
Obama, began fleshing out his vision for 
the broadband ftiture by claiming au¬ 
thority to regulate the Net under statu¬ 
tory provisions long appiied to phone 
companies. His May 6 declaration was an 
attempt to salvage an ambitious agenda 
from a potentially crippling ruling in 
April by a federal appeals court in Wash¬ 
ington. The court had said die FCC lacks 
authority under a different set of provi¬ 
sions governing “information services/* 
The high-speed providers that favored 
the court decision will almost certain¬ 
ly steer the dispute back to tlic judicial 
branch while sinmltaneously seeking aid 
in Congress. 

As occurred in the product liabil¬ 
ity hostilities,, the Internet struggle is 
breaking down along partisan lines. Re¬ 
publicans sided with business on litiga¬ 
tion curbs ； DcmocratiJ linked arms with 
plaintiffs’ lawyers and consumer groups. 
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Quoted 


K l think fie [Obama] has done a great 
job. I think he*s working hard to try 
to figure out a solution here. M 

Brian Mn/nihan^ Bank of America 
CEO, in an Apr 30 interview with Fox 
Business Network, Moynihan has 
met three times with Valerie Jarrett, 
President Obama's corporate liaison. 


H Using tax policy to punish people \s 
a bad idea. 51 

:‘: r '.： •： !, Citigroup CEO, reacting 
to the President's January plan to tax 
recipients of bailout funds, Dimon earlier 
warned of the 'pendulum swinging too 
far" after reviewing Obama's proposals 
to overhaul financial regulation. 



Today，the GOP has signaled its eagerness 
to back the service providers. Represen¬ 
tative John Boehner (R-Ohio), the House 
Republican leader, calls the FCC net neu¬ 
trality plan government takeover of 
the Internet，” words echoed by conser¬ 
vative groups led by Americans for Tax 
Reform. Consumer advocates and Demo¬ 
crats such as Representative EdwardJ. 
Markey (D-Mass.) back the FCC, 

Among major companies favor¬ 
ing the FCC’s net neutrality initiative, 
Google boosted spending on lobbying in 
the first three months of 2010 by 59 per¬ 
cent, to $1.4 million, compared with the 
same period a year earlier. Amazon's 
lobbying expenditures rose 46 percent, 
to $540,000, AT&T, which has told the 
FCC that net neutrality mlcs could dis¬ 
courage important investment in digital 
infrastructure, has also increased lobby¬ 
ing. It spent $5.9 million through 
Mar. 31， up 16 percent. Comcast boosted 
its spending 11 percent, to $3.1 million. 

All that money points to a protracted 
slog with an uncertain ending. One thing 
is for sure ： Prospects are brightening for 
the capital's influence-peddling elite. 

— PaulM. Barrett，Todd Shields, and 
Jonathan D. Sakmt 

The bottom Hog A quick fix in the net neutrafity 
dGbate tooks unlikely if the Issue becomes a proxy 
battle for larger Democratic and GOP sgendas. 


Finance 

For the White House, 

A New Banker Buddy 

Brian Moynihan is embracing 

reforms most of the Street opposes 

The Bof A boss is “willing to come to 

Washington and roll up his sleeves 11 

The White House has found a banker it 
can do business with. While other bank 
chiefs ftght President Barack Obama's 
plan to fix financial regulation, either 
openly or through trade groups. Bank 
of America boss Brian Moynihan em¬ 
braces it* He has called fora consumer 
financial protection agency, quickly ad¬ 
dressed problems with BofA's home- 
loan modification program, and pur¬ 
sued small-business initiatives with the 
White House. “He has been willing to 
speak out bravely in his industry on the 
need for reform，” says Valeric Jarrett, 
the White House liaison to Corporate 
America, who has met with JVloynlhan 
three times. “And he has been willing 
to come to Washington and roll up his 
sleeves to work on the issue.” Since be¬ 
coming Bank of America's CEO onjan. 1, 
Moynihan has also visited top Adminis¬ 


tration officials incJudiiig Treasury Sec¬ 
retary Timothy Geithner and economic 
adviser Lawrence Summers 

Moynihan's rise comes as JPMor- 
gan Chase Chief Executive Officer 
Jamie Dimon gets more combative about 
reform. A frequent entry in the West 
Wing visitors' log, Dimon has adopted 
a chilly tone toward regulatory over¬ 
haul. Last year, after Obania previewed 
his reform proposal, Dimon warned in a 
Wall Street Journal op-ed of the "pendu¬ 
lum swinging too far* 11 

Jarrett dismisses the idea that the 
White House favors one banker over 
the other- “This isn’t about relation¬ 
ships, it's about issues；' she says. Anne 
Finucane, BofA’s chief marketing of¬ 
ficer, cautions that Moynihan isn't on 
board with every Obama proposal. The 
bank, for instance, still wants any fi* 
nancial overhaul to supersede tough¬ 
er state laws. She says the cooperative 
attitude makes business sense for the 
head of the largest U.S. bank. 'The in¬ 
dustry has experienced a low moment 
in its reputation，” she says, “And we are 
very anxious to get back to business 
with our clients and customers/* 
-Julianna Goldman and Hans Nichols 

ThG bottom line 4s the White House tries to tighten 
the reins on Wait Street, Bof As Moynihan has become 
art ally t 
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When Counties Don’t Stop 
Governing at the Border 



To compete for binding- 
and save their budgets- 
municipalities are doing the 
unthinkable ： Working together 

Illinois has more government bodies 
(8,469) than licensed beauty salons and 
barber shops (6,485), funeral directors 
and embalmers (2,752), or dental hygien¬ 
ists (7,455). It will not shock you to hear 
that many of these agencies don’t play 
well together. There are 380 separate 
units responsible for the Chicago region’s 
transportation. Still, it tdkes more than a 
dozen fare cards to ride everywhere in the 
Chicago area. 

Confidence in rational government 
has never been lower，which makes the 
anomalies even mare important-like the 
real collaboration among the Chicaga-arca 
munidpalities of Joliet ， Berwyn, Aurora, 
Cicero, and Elgin. A strategy booie of ne¬ 
cessity brought them together. When the 
foreclosure crisis hit, the area’s SOO-pound 
gorilla，the City of Chicago, was first in line 
for stimulus funds to acquire, rehab, and 


seJ] some of its 22,6SS foreclosures. Sur¬ 
rounding towns in five counties were hit 
far worse, enduring 41,321 foreclosures in 
2009. A few large towns received federal 
hdp early last year via formula grants cali¬ 
brated to reward populous areas. As indi¬ 
vidual entities, they lacked the staffing, ex¬ 
pertise, and influence to pull off complex 
funding applications. 

When $2 billion in new stimulus funds 
became available in 2009, the counties 
decided to team up. It meant getting help 
from savvy nonprofit groups and more 
efficient decisioii-making ； not relying on 
local councils for approval of every com¬ 
ponent of the application. It also required 
sacrifice. Some towns were angered by the 
decision to accede to the federal desire 
to target homes near existing mass tran¬ 
sit and businesses, effectively excluding 
towns without transport hubs. Still, the 
coalition stuck together for the greater 
good and sent off its application. 

The nexus of transport and housing- 
putting affordable housing near mass- 
transit helps ensure people can get to 
jobs-inspires the most imaginative gam¬ 
bits among U,S. munidpalides. (It’s also 
a priority for the Obama Administration 
which has urged the Environmental Pro 
tection Agency, Transportation Dept- 
and Housing & Urban Development Dept 
to work together more closely.) Outside 
Seattle, the 17-year-old A Regional Co 
aiition for Housing (ARCH) poobi the fi 
nancial rcsourceii of 14 cities and King 
County to coordinate affordable housing 
projects near mass transit, important 
given pricey housing and rising employ¬ 
ment in d\i area that includes Microsoft, 
in Redmond. Seven members are provid¬ 
ing $1.5 million fora planned 40-unit de¬ 
velopment in Bellevue for poor families ， 
the homeless, and veterans. “The cities 
realize that housing needs are not just 
aligned with their borders, 31 says program 
director Arthur j. Sullivan of ARCH. 

Groups like Chicago's Metropolitan 
Planning Cound] and the Partnership for 


New York City hope to imitate the success 
of ARCH and San Francisco's Great Com- 
monities Collaborative -a partnership 
among five regional groups that fashions 
neighborhoods where housing melds with 
job creation and transit. Funded by the 
Ford foundation and 11 others, GCC gets 
cities to work together as it lends money 
to devtilopers. It’s now leveraging $10 mil¬ 
lion in federal transportation Rinds to raise 
at least $30 million more for affordable 
iiDUsing acquisitions, says Initiative Officer 
Heather Hood. 

Allegheny County, Pa +J is one of the 
few places to experiment beyond hous¬ 
ing. Realizing that borders between its 
130 municipalities, 109 police depart¬ 
ments, and 195 fire departments wcroi 1 *: 
helping the area's 1.2 million people, the 
county merged operations with its big¬ 
gest player, Pittsburgh. Now fingerprint¬ 
ing of law enforcemetu and the purchas¬ 
ing of electricity are done singly, with a 
net savings of SlO million. Allegheny has 
also set aside $100,000 for a fund to pro¬ 
mote shared services. If two towns want 
to merge police forces, the fund will pay 
to repaint cars or help secure a new head¬ 
quarters. A private firm specializing in 
conflict resohiiion will mediate particu¬ 
larly contentions discussions at no cost. 

These arc small sums, and some 
elected officials are loath to cede au¬ 
thority. Collaboration isn，t a guarantee 
of success, either. For all their effort, 
the Chicago suburbs still got shut out 
in the quest for federal stimulus funds. 
(Chicago filed separately and got $98 
million ； Mayor Ridiard M. Daley has 
vision, too—and a very effective Wash¬ 
ington lobbyist.) Lee Deuben, the senior 
planner for the Chicago Metropolitan 
Agency for Planning，wrote the subur¬ 
ban foredosurc proposal. He’s disap¬ 
pointed, and not the least bit bowed. 
“While we didn't receive the funding" 
says Deuben, 41 we 3 re highly encour¬ 
aged that this type of regional coordina¬ 
tion will become common practicc/ > O 


































Your Doctor Talks to Men 
About ED Every Day 

Your doctor will tell you that erectile 
dysfunction (ED) imt something to keep to 
yourself! or to be embarrassed about* Its a 
common medical condition he am rrear T 





Running the Blumbers 


Did you know half of all guys 
over 40 have some form of 
ED^ Here are some 
numbers ro keep in 
mind from a recent 
survey of men with ED: 

of men were 

X' ,'v^ aiixiuu^ about 
calkmg to their 
doctor about ED. 

_C 兔 nien felt relieved 

after calking to 
cheir doctor. 


Tell Me 
More 


To learn more 
about VIAGRA for the 
treatment of ED, and ED in 
general, visit viagraxom today. 


Don't Keep Your 
Questioiis Bottled Up 


The hardest part about 
having the talk' is 
getting those first 
few words out* 


Here are some ideas 
to help you break 
the ice when your 
doctor asks how 
every things going: 

The Direct 
Approach: 

"I have trouble 


sometimes 
in bed* 
Could it 
be EDr 


Youll find an online sexual health 


Important Safety Information 


We know that no medicine is for everyone. 
Don't take VIAGRA if you take retraces, 
often prescribed for chest pain, as this may 
cause x sudden unsafe drop in blood pressure. 

Talk with your doctor first* Make sure your 
heart is healthy enough to have sex. If you 
have chest pain, nausea, or other discomforts 
during sex, seek medical Kelp right away. 

In the rare event of an erection lasting more 
than four hours, seek immediate medical help 
to avoid long-term injury. 


In rare instances, men who take PDE5 
inhibitors (oral erectile dysfunction medicines, 
including VIAGRA) reported a sudden 
decrease or loss af vision, or sudden decrease 
or loss of hearing. It is not possible to determine 
whether these events are related directly to 
these medicines or to other factors. If you 
experience any of these symptoms, stop 
takdng PDE5 inhibitors, inauding VIAGRA, 
and call a doctor right away: 


The most common side effects of VIAGRA 
are headache, facial flushing, and upset 
stomach. Less common are bluish or blurred 
vision, or being sensitive to light* These may 
occur for a brief time. 


VIAGRA does not protect against sexually 
cransmitted diseases including HIV 


Ptease see Important Facts for VIAGRA on 
the following page or visic viagraxom for full 
prescribing informadon* 


quiz, videos of guys with ED 
whove had the VIAGRA Talk 
and other helpful information. 


The Indirect Approach; 

^Is it true age affects 
sexual performance r 


For free information，including questions 
to ask your doctor, c^ll 1-888-4VI AGRA 
(1^888^484^2472), 


Over 20 million men have already 
had their VIAGRA Talk, Isn't it 
rime you had yours? 


The Silenc Approach: 

Just hand this ad co your 
doctor,hellrakeir from there. 


VIAGRA 

(sildenafil citrate)mhim 


You are mcouraged to report side effects of prescription drugs to the FDA. 

ViVii or call 1 -800-FDA-108S* 


VGUO0e44C€)2C1O p/izer Inc.. ; 巧_| 
At! rights reserved- 










IMPORTANT FACTS 


VIAC 3 R^\ 

(sildenafil citrate)tablets 


(vi-AG-rah) 


Important safety information about viagra ^ ^possible side effects of viagra 


Never take VIAGRA il you lake tiny medic Lues with nitmies. This 
tndudcfe nitroglycerin. Your blouJ pr^ssufc vuiiIU tlmp quickly, li ut>ul(j 
tall lo an unsafe or ]ifc-1hreatening level. 


J 


Side eflects iire mostly mild to motleraie. They usually go away after a 
few hourii. Suinc of these urc more Hkdy Lo happen with higher 

Tbe most common side effects are: 


ABOUT ERECTILE DYSFUNCTION (ED) 

Erci：iik dysfunction means a man c^n not get or keep an erection. 
Hcalih problems, injury^or side effects of drugs may cause ED, The 
cause nuiy not be known. 


• Headache * Feeling flushed ♦ Upset stomach 
Less common side effects are: 

* Tran bit: idling blue and green ^purl or seeing a blue linge un things 
_ Eyes being more sensitive to light • Blurred vision 

Rarely* a small number or nicn taking VIACRA have reported 
these serious events: 


ABOUT VIAGRA 

VIAGRA is iijfed to treat ED in men. Whm you warn to have sest, 
VIAGRA cart hdp you get and keep an erection wheii you arc sexuullv 
excited. You cannot gel an erection jusl by taking the pilL On(y your 
doctor can prescribe VIAGRA, 

VIAGRA does mi cure ED, 

VIAGRA docs nor protecr you or your partner from STDs (sexually 
transmitted diseases) oj MTV. You wilt need to u&e a condom. 

VIAGRA is mu ;i hormone or an aphroilisiac. 


WHO IS VIAGRA FOR? 

Who should lake VIAGRA? 

Men who have ED and whose heart is healthy enough [or sex. 

Who should NOT take VIAGRA? 

• If you ever take medtctries with nitrates: 

• Medicinethui [real chest pain mi), such niimgJyccriti 

or isosorbide mononiiraie or diniint(e 

• Tf you nst some sLreel drugs, such as “poppers’’ (amy] nitrate 
or nitrite) 

^ If you are allergic to anything in the VIAGRA tablet 


BEFORE YOU START VIAGRA 

Tell your doctor if you have or ever had: 

• I lean attack, abnormal heanbeats. or stroke 

• Heart problems, such an heart failure, chest pain, or aortic 
valve narrowing 

• Low h *gh blood pressure 

• Severe vision lass 

， An eye condilion called retinitis pi^menlosa 

■ Kidney or liver proWems 

• Blood problems, sudi as sickle cell anemia or leukemia 

_ A Jeformcd penis* Peyronie^ disease, or an erection lhat lasted 
more than 4 hours 

- S iom ach uIcers or any kind of bleeding pmbleim 

Tdl your doctor sibout all ytiur mcdidiid Include ovcr-thc-countcr 

medicines, vitamins, and lierb^l proiluc[^ r Tell your doctor if you take 

or use: 

■ Med icincs called a Ip ha-blockers to treat h igh blood pressure or 
prostate problems. Vour blood pressure could suddenly gel too low, 
Yuu could get dizzy ar faint. Your doctor may start you on a lower 
Jose of VIAGRA. 

_ Medicines called p release Lnhibi tors for HIV, Your doctor may 
prescribe a 25 mg dose. Your doctor may limit VIAGRA to 25 mg 
in a 48-himr period . 

• Oihcr methods to cause ereetiom These include pills, injectiDns, 
implants, or pumps, 

• A medicine called REVATIO. Vt AGRA. Khould mU he used wiih 
REVATIO us REVATIO cwDiJilns siUknafi] t the syme medicine 
found in VIAGRA. 


* 1 lav log an ereciion thul lasts mom l ban 4 hours. 11^ the erection is not 
(rcalcd right away, lang-Lcrm or polctKy could occur, 

* Sudden Jecrcasc or loss of sigh! in one or bolh eyes. We do not 
know if these events are caused by VIAGRA and medicines like ti 
or caused by other factors. They may be caused by conditions like 
high blood pressure or diabetes If you have sudden vision changes, 
stop using VIAGRA anti all medicines like it Call your daclor ri^hl 


away. 

• Sudften rteanense or loss of hearing. We do not ktyrm if rhe^e events 
are caused by VIAGRA and medicii>es like it or caused by other 
factors, H you have sodden hearing changes, s\op using VJAGR A 
and all medicines like it. Call your doctor right away. 

* Heart attack* stroke, irregular heartbeats, and death. We do not 
know whether these events are caused by VIAGRA or caused by 
other fk'tors. Most of these happened tn inen wtm already hud 
hear! problems. 

If you have : my of these problems, slop VIAGRA, Cal! your doctor 

right away. 



HOW TO TAKE VIAGRA 

Do; 

_ Take VIAGRA only ilie way your doctor Id Is you. VIAGRA comes 
m 25 mg .50 mg^aod LOO mg tablets, Yt>ur dueior will id] you huw 
much to take. 

• Tf you are over 65 nr have serious liver or kidfiey problcfnss, your 
doctor may start you ai the lowest tlossc (25 mg), 

• Take VIAGRA aboiil 1 hour before you Wiml lo have sex. 

VIAGRA starts lo work in a bom 30 minutes when you anc scxuuLJy 
excited VIAGRA Ixsts up lo 4 houn 

Don’t; 

• Do not take VIAGRA more rban once a day- 

• Do not fake more VIAGRA rtian your doctor tetls you. 

I f you ih ink you need more VI AGft talk with your doctor. 

• Do not start or stop any other 巾 edidnes before checking with 
your doctor. 


^NEED MORE INFORMATION? 


This is only a summyry of unporlam in forma [j on ^ Ask your 
doctor or pharmacist for complete product information OR 
Go to wT^w*vlagra*com or call (888) 4-V1AGRA (484-2472). 


Utt insured? Need help paying for Pfizer tnedidne? Pfizer 
has programs Lhat can help. Call i '866-70(5-2400 or visit 
www, P fizerHelpJuiAnswers .com. 


ism ^ b rt lby; 

Ph/er Ubs 

Division nf Pfizer tnc, NY* NY 10017 
Rx Only 020 JU PU/jct liw AJJ nglits icservcO, Pnmtt in ih*r USA 

vgtfrcv 5 oiym 

Rcgisicm) iTTvttctniirks iirt the pitspciiy fheir a T spt^lm hwtuct^ 


h K J 


;wers 
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Technology 



CEO Ztickerberg 
at an April event, 
introducrng the 
controversial 
icebook features 


Fai 


Facebook’s 


Washington Problem 


►The social network is facing a privacy backlash that could prompt congressional hearings 
► “Usersshould have tochooseto share their information, not the other way around” 


Facebook, the ever-expanding social 
networking site, delights millions of 
users with its innovative ways to stay in 
touch. At the same time, the six-year-old 
online phenomenon continually tests 
their tolerance for sacrificing privacy. 
Nowit has provoked a new skirmish- 
this time with members of the U.S. 
Congress. On May 12 aides to Senator 
Charles Schumer (D-N.Y.) met in Wash¬ 
ington with Elliot Schrage, Facebook's 
public relations and policy chief, to 
discuss concerns about the company's 
privacy policies. Schumer has had talks 
with colleagues about holding congres¬ 
sional hearings, according to a person 
familiar with the proceedings. 

Senator Mark Begich (D-Alaska) says 
he’s worried about new data-gathering 
capabilities Facebook has introduced and 
what he sees as the Web company’s arro¬ 
gance in brushing off questions about its 
practices. The site has launched a feature 
that builds restaurant guides and musk 
playlists derived from personal informa¬ 


tion supplied by users and iheir Face- 
bcx)k friends. Begich, Schumer, and two 
colleagues-Al Franken (D—Minn.)，and 
Michael Bennet (D-Colo-)-wrote a letter 
dated Apr, 27 to Facebook founder and 
Chief Executive Officer Mark Zuckerbcrg 
taking him to task over how this com¬ 
mercially valuable information is being 
shared with other Web sites and market¬ 
ers, sometimes without users 1 consent. 

In early May，the Alaska lawmaker sent 
aides to meet with Facebook in D.C. So 
far, Begich says，nothing has changed. Fa- 
cebook's inaction, he says，"tells me that 
we need to elevate this so they under¬ 
stand how important it is.” 

Since its start in 2004, Facebook has 
amassed one of the world's richest stores 


“There’s always a 
challenge of innovating 
f aster than your users 
understand or accepf 9 


of facts and figures related to consumer 
behavior. The status updates, product- 
related musings, friendship connec¬ 
tions, and entertainment preferences 
shared by more than 400 million people 
worldwide make the site attractive to 
marketers and Web publishers. Industry 
analysts say that the new data-gathering 
features Facebook has initiated could 
help bring the company more ad dol¬ 
lars. (Privately held Facebook does not 
disclose financial figures.) "People are 
now recognizing that Facebook has an 
economic incentive to encourage people 
to be more public” about their consum¬ 
er preferences, says Danah Boyd, a re¬ 
searcher at Microsoft, which has invest¬ 
ed in the social network. 

Zuckerberg, who turns 26 on May 14, 
promotes a more idealistic image for the 
organization he started as a Harvard un¬ 
dergraduate. “People have gotten com¬ 
fortable not only sharing more informa¬ 
tion and different kinds hut more 
openly and with more people/ 1 he 































May 17 — May 23, 2010 

Bloomberg Businessweek 


Technology 


said at an industry event in San Francis¬ 
co injanuary. 

What Zuckerberg considers encourag¬ 
ing openness can also be seen as asking 
users to reveal too much. Over the years, 
this dual nature ofFaccbook has sparked 
controversies, such as the one now smol¬ 
dering on Capitol Hill. (n2007 ? the com¬ 
pany launclied Beacon, a program that 
broadcast user activity within the net¬ 
work and tracked what Facebookers did 
elsewhere on the Web. Beacon did all of 
this without asking users 1 permission. 
Facebook patrons protested and Zucker¬ 
berg publicly apologized. In September 
2009 the company shut Beacon down, 
“We learned from Beacon that there’s 
always a challenge ofinnovating faster 
than your users understand or accept,’ 3 
says Facebook’s Schrage. 

The latest Facebook features are 
reminiscent of Beacon. In addidon to 
the playlist-aod-restaumnt-guide tech¬ 
nology, Facebook now lets ESPN, Levis, 
or anyone else install a "like" button 
on their Web site. Facebook users who 
visit one of these properties and click 
"likc M may unknowingly identify them¬ 
selves as fans of d certain brand，letting 
that company access their personal 
information, [n theory, the sites could 
then sell that data to advertisers target¬ 
ing Facebook users. Schrage says no 


partner currently does so. 

If users don't want their information 
to be shared，they have to sift through 
their Facebook account settings and dick 
a series of boxes. “Every one of these in¬ 
cidents begins with Facebook sliding the 
privacy settings" to make disclosure of 
information easier, says Eben Moglen, a 
law professor at Colombia. 

In thdr Apr. 27 letter，the four sena¬ 
tors urged Zuckerberg to reverse some 
of the most recent changes to Face- 
book. Users should have to choose to 
share their information, not the other 
way around " they wrote. The follow¬ 
ing week, 15 consumer groups filed a 
complaint with the Federal Trade Com¬ 
mission. On May 12, officials from 30 
European countries wrote a letter to 
Facebook saying it was ^unacceptabJo 31 
for the company to have ^fundamental¬ 
ly changed^ the site’s default settings, 

Facebook’s Schrage says the most 
recent changes are all entirely proper. 

He attributes the backlash to a public re¬ 
lations failure ： "*We need to do a better 
job of communicating to all of our us- 
ers-whether they are senators in Wash¬ 
ington or regular people/ 3 
—Douglas MacMillan 


Computing 

Tablets: The Scramble 
To Be Second 



.Samsung and other makers revamp 
devices after the iPad’s debut 

► “Lots of plans we saw last year 
have been dumped 17 

On stage at the Consumer Electronics 
Show in Las Vegas in January, Sam¬ 
sung executive Doug Albregts showed 
off the Korean electronics giant's new 
e-book reader. It had a !0-inch display, a 
slide-out control pad, and could down* 
load books from Barnes & Noble. Users 
would be able to make notes and doodle 
on the virtual page. "Our goal at Sam¬ 
sung, whenever we enter a new arena, 
is not simply to join die conversation 
but to transform and lead in a new di¬ 
rection/ 3 Albregts told the audience. 

This month, days before the eReader 
was to hit stores, Samsung delayed the 
launch and called the device back for re¬ 
tooling, said a company employee who 
asked not to be named. Samsung may 
add a color screen, 3G wireless capabil¬ 
ity, and a better battery, this person says, 
^SanLsungis revisiting its approach to the 
e-reader market in the U.S ■广 spokeswom¬ 
an Katie Seifert said in a statement. 

In the wake of the launch of Ap¬ 
ple's iPad on Apr. 3, hardware compa¬ 
nies are doing a lot of high-tech soul- 
searching about the tablets they have 
in the pipeline. Along with Samsung, 


Th& bottom tine Fac&hook has a history of pushing 
the limits on privacy—and backpedafing from the 
backlash. Expect the same this time. 


Consumer Sentiment, Search-Engine Style 


Google 


How do I 

how do t 朽 nd my \p address 
how do i geta passport 
how do i know im pregnant 
how do i low thee 
how do ( bmathe lyrics 
how do i delete my facebook account 
t<ki\ renew my passport 
r do I look 
how do i make a group on facebook 
howddi download youtube videos 

Google Seamn fm Feeling Lucky 


Hortv motiy people 
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3 isiri- 6 Jl tif^nire 
b A guide. If (ilb iti c|U€Tlr»i 
on populjirih , n% 
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Deconstructed 


Big Ships Go Green 


How Nippon Yusen plans to boost fuel efficiency with bubbles 


w Air lubrication" uses compressors 
to blow air under the vessel The 
bubbles duster along ttie bottom of 
the ship, reducing friction between 
the hutt and the water. 


r 


o 0 o 0 o 0 o 0 o 0 o 0 o 0 o 0 o 0 o 0 o 0 o 0 o 0 o°o 




NYK Super Eco Sht|>2030 
This concept carrier vessel is 
powered primarily by fuel cells 
running on tiquefied natyfal gas. 

It will also be equipped with eight 
retractable sails- SKeathed m 
31 t OOO sqware meters of solar 
partels T the ship will chart its course 
for maximum exposure to the sur>. 


The cargo ships that 
ply the world's oceans 
area leading contributor 
lo global warmmg. 
Commercial vessels 
omiuod 3 percent of ihe 
world's carbon in 2007, 
and ihat may increase 
to 18 percent by 2050 as 
global trade increases. 
U.N. measures to halve 
carbon emissions frcuri 
sh ipp ing could cu mtf 
iriLo force as soon as 
20}2 t so Lhe indusLry 
Ls scrambling to dean 
up its act, “The marine 
mdusLry is gearing 
up for Lhe biggest 
revolution since World 
War II," says Sokje, 
an analysiaL Mirae Asset 
Securities in s^oul 


^ You' re either ahead of 
iho gam<a or you^e oul^ 

Nippon Yusen，owner 
ol ihe world’s second- 
largest Heel, is sinking 
JS743 million into 
emissions control over 
five years. Among oLher 
things, Lht 1bky<>-based 
company has been 
testing whai it calls 
an J, air lubiicatlon.’ 
system that reduces 
COn by approximately 
lOpercenLiind is 
considering putting iuo 
work on new 5hips. Says 
Nippon Y 咖 n President 
Yasumi Kudo ： # We're 
discussing ordering one 
or two eco car carriers 
by the end ol'ihii ； year.' 1 


InUtne, Mpfjon Vusen 
ho(jeKLo combine an 
air Iubricaijon system 
wUh others Lha i harness 
soJar and wind power 
to achieve carbon 
reductions olasrauch 
aj69 perceni. Iis Web 
site features compumr 
renderings ofa concepL 
v^sse] christened ihe 
NYK Super Eco Ship 
2030 (left) that is covered 
with solar panels 
and is outfitted with 
retractable sails. ” Nou 
icike.Nmaioy. Not only 
a dreamproclaims ihe 
text accompanyrng (.ho 
images. 

Rivals, meanwhile, 
are exploring other 


mines lo iuel enkiency, 
China Cosco Holding, 1 ? 
is l on sick ring bringing 
l^ack nuclear-powered 
cargo ships, introduced 
in the early J9G0s. 
"WeYe not only looking 
inUinudearbuLalso 
wind energy a nd solar 
energy； 1 says Zhang 
Liang，preside ni ol 
China Cosca Analysts 
warn that the cost 
of deploying some 
alternative energy 
technologies are 
proliibitive. M 5hip 
prices urogoiny logo 
through the rool il any 
of these ships using 
renewabJe energy are 
bLiiJC says Mirae's Lee. 

-Kyimghee Park 


Hewlett-Packard, Dell, and AsosTek are 

reassessing the tablet market. Much is at 
stake in getting it right* Although tablets 
are projected to make up only 1 percent 
of computer sales this year, that could 
rise to nearly 25 percent by 2015, ac¬ 
cording to Coda Research Consultancy. 
"Everyone expected the 1 iPad to come 
out at twice the price with half the bat- 
tciy life and half the performance " says 
JefFMcNaught, an executive at Wyse 
Technalogy, a maker of software that 
lets people view their Windows desktop 
from an iPad or other devices. “Lots of 
pbns we saw last year have now been 
dumped. Nobody has called to say prod¬ 
ucts have been scrapped, but they've 
gone silent since the iPad shipped/* 


Hewlett-Packard presented a Win¬ 
dows-powered tablet called Slate at CES 
in January and wrote about it on its Web 
site. The company hasn't promoted the 
device since ear!y April. A few weeks 
later, it bought Palm, the struggling 
handheld maker known for its easy-to- 
use software, for $1,2 billion. HP won’t 
comment on the status of the Slate, and 
many analysts believe HP will now design 
a tablet using Palnvs software* If HP 
5I does a coiiKumer tablet，it would dearly 
be based on the Palin [operating system] T 
not Windows, 33 says analyst Tim Bajarin, 
of Creative Strategies, a consultancy. He 
said Windows software was not adequate 
for touchscreen technology as sophisti¬ 
cated as the iPad's. “The vast majoiityof 


customers want a PC that can doit a 】 1，” 
says Microsoft spokesman Bill Cox. 

Ddl will introduce a 5-inch tablet 
using Google’s Android operating 
system in June. It is in the process of re¬ 
designing follow-on devices to deliv¬ 
er larger screens and new software by 
early next year, says Neeraj Choubey, 
director and general manager of Dell's 
tablet group. Jerry Shefn, CEO of Taiwan¬ 
ese PC maker AsusTeK, says his compa¬ 
ny is accelerating its development of an 
Android based tablet. The company still 
will sell a Windows version. One advan¬ 
tage of Android, developed by Google, is 
that it runs about 40,000 applications, 
over 30 times more than Windows" 

1,200 mobile apps. Verizon Wire- 
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An expensive 
shoe purchase 

page 47 



less says it is in talks with Google about 
creating a tablet 

Apple's 3'ivals may have trouble 
coming up with an iPad 七 eater. Apple 
chose every part in the iPad to conserve 
power. The company used a specially de¬ 
signed battery, as well as custom-made 
microprocessors. With other products, 
it has often turned to chips made by Intel 
or designed by ARM Holdings. “The bat¬ 
tery life on this thing is like black magic，” 
says Dave Eiswert, who runs T, Rowe 
Price’s Global Technology Fund. Design¬ 
ing components in-house hasn’t been 
the norm at companies like Deli and HP, 
which in the past have outsourced design 
to Taiwanese manufacturers to cut costs. 
Both companies are expanding their own 
design teams. 

The PC giants have a reason to hope 
they can keep pace- There are only 
5,000 apps designed for the iPad. That 
meafis Apple’s head start will not be as 
formidable ds it was with the iPhone, 
which now has more than 195,000 apps. 

Theo Gray, co-founder of software 
maker Wolfram Research, recently 
ditched his laptop and used only his 
iPad on a business trip, “it was totaHy 
fine/ 7 says Gray. "In terms of trend-set¬ 
ting, it's already too Jate. Apple has set 
the trend. The only question is whether 
everybody dse can catch up.* 7 
—Cliff Edwards and Peter Burrows 

The bottom tine Tablets may re^ch 25 percent of the 
PC market by 2015, puts prossure o/? Apple's 
rivals to respond fo the mitiion-ptus-selling iPad, 


Drawing Board 




Social Media 

A Cricket Dispute Leads 
To a Twitter Win in India 


►Tweet-by-Tweet coverage has 
boosted page views 

► H Got stitches removed... Will keep 
you posted on this” 

A year ago, Twitter wasn’t on the radar 
screen for inost Indians, let alone their 
PC screens. In the last few months, 
though, that T s changed, and more than 
2.3 million people on the Subcontinent 
tweet and Twitter away their time. 
That’s nothing compared vAth the 
U.S” where some 22 million use the 
microblogging site. But it’s a big leap 
forward, or backward, depending on 
how you look at it. 

What changed? It appears that a 
heated cricket controversy, playing out 
in the arena of social media, may have 
something to do with tt. The drama 
started in February, when Lalit Modi, 
the founder of the Indian Premier 
League, was accused of playing favor¬ 
ites in selling new cricket franchises and 
awarding broadcast rights. Pointing the 
finger was Shashi Tharoor, a member of 
Parliament and Foreign Ministry offidaL 
He has 774,000 followers on Twitter, 
more than any other tweeter in India. 


Tharoor forced the issue online. Modi 
tweeted his denials —as well as a few ac¬ 
cusations of his own-and suddenly the 
dispute blasted its way into newspapers 
and onto TV，carrying the Twitter brand 
name along with it. 

Now the government is investigating 
Modi. Tharoor, facing questions about 
how a dose friend got a piece of a crick¬ 
et team, has been forced to resign from 
the Foreign Ministry, though he denies 
any wrongdoing. And Twitter suddenly 
has the attention of the second-most- 
populous nation on earth (ora little 
piece of it). Twitter page views in India 
jumped to 45 million in March* up from 
26 milJion in December, a 73 percent in¬ 
crease. Over the same period there was 
a 21 percent increase in die U.S., accord¬ 
ing to researcher comScore. 

Bollywood megastarlet and crick¬ 
et team owner Shilpa Shetty recent¬ 
ly tweeted that Modi has ,s Made India 
Proud,” and then asked her 48,000 fol¬ 
lowers to help her choose an outfit for 
a party. Sachin Tendulkar, India's most 
popular cricket player, joined Twit¬ 
ter on May 4, On his first day, he sent 11 
tweets aJong the lines of ； “Got stitch¬ 
es removed and the dr feels it will take 
more time to recover. Will keep you 
posted on this." At last count, he had 
280,000 followers. Mehul Srivastava 


The bottom Hog When opponents in a fight over 
cricket aired their grievances via Twitter, Indian use 
of the microhtogging s&rvice soared 
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Counterterrorism 

Richard Clarke’s Four 
Steps to Cybersecurity 

► His new book warns of the rising 

security threat from the Web 

► The U.S. “gets an F” in defense 

against digital attacks 

Richard A. C'krke isn't known far under 
statement. The former White House 
security official wrote a 2004 book that 
criticized his ex-boss. President George 
W. Bush，for dropping the ball before 
the 9/11 attacks, and later testified 
before Congress that Bush’s invasion 
of Iraq “greatly undermined the war 
on terrorism.” Now Clarke has co-au¬ 
thored a new book, Cyber War ； The Next 
Threat to National Security and What to 
Do About It. Once again, he's not subtle ： 
U.S. companies and government agen¬ 
cies are unprepared for digital terror, 
intellectual-property theft，and other 
threats. “The U.S. probably gets an F in 
its ability to defend in cyberspace^ he 
says. His advice ： 

1. Get serious about industrial es¬ 
pionage. Clarke says many companies 
aren't aware of how common trade-se¬ 
cret theft has become% partly because 
the federal government doesn't keep 
track of the financial consequences. He 
says the U.S. needs to be more like the 
U-K- More than a year ago, the security 
agency MIS told the biggest 300 compa¬ 
nies in Britain to assume their comput¬ 
ers had been hacked by the Chinese and 
then met with executives to discuss the 
breaches it knew about and how to pre¬ 
vent future ones. 

2. Create information quarantines. 

Too few companies and agencies keep 
thdr most valuable information on a 
computer network that’s separate from 
the rest of the company-and thus easily 
sealed off from the Internet as a last 
resort, Clarke says. He tells the story of 
Johns Hopkins University’s Applied Phys¬ 
ics Lab，which does defense research. 
Last year the lab noticed that data were 
being pilfered, but they couldn't figure 
out how to plug the leaks. So it discon¬ 
nected from the Net. “When a sophisti¬ 
cated place like APL has to resort to un¬ 
plugging from cyberspace, you realize 
it's a difficult problem/' says Clarke. 


3. Build ， don't buy, security- Off- 
the-shelf software may be cheaper, but 
the more widely available a program is, 
the more practiced hackers are at crack¬ 
ing it. Clarke identifies two areas too 
important to leave to nonproprietary 
technology ： military networks and the 
U.S. electricity grid. Grids worldwide 
use one of a few commercia] brands of 
systems known as SCADA，for super¬ 
visory control and data acquisition ； 
the Pentagon runs on software such 

as Microsoft's Windows. He says the 
military should even have a custom-de- 
signcd ? IntemeMike network. 'Then 
you couldn't hop from the Internet into 
the classified networks/' he says, 

4. Sign a cyber-arms control treaty. 
Clarke says a good place to start would 
be an agreement that the intcTnational 
banking system is off limits to govern¬ 
ment-sanctioned attacks. Every year, he 
says，some kind of cyber-weapon non¬ 
proliferation proposal appears before the 
U.N. And every year the U.S. opposes it. 
— Rochelle Garner 

The bottom fine Governments and hackers-for-hire 
are already /aunching constant, sophisticated attacks 
on US. trade secrets and digit a/ infrastructure. 


How Celt Phones Are 
Fighting Malaria 

► Consumers can use a text 
message to check far fake drugs 

► u IVb using a technology that 
millions of people have access to" 

While malaria is relatively easy to treat 
if caught early, it kills nearly 900,000 
people a year ? mostly in Africa. That's 
because across much of the continent, 
malaria medicine is hard to come by, 
and even when available ， it’s often fake. 
Although it may be years before every Af¬ 
rican has access to treiitment, new tech¬ 
nology could let anyone with a mobile 
phone verify that drugs are the real deal. 

At least two rival systems plan to put 
unique codes on packages containing 
andmalarials and other medications. 
Buyers will be able to tod: the code to 
a phone number on the package and 
get an immediate reply of “NO” or 
“OK," with the drug’s name ， expira- 
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MarthinDeBeer 


Cisco’s “telepresence” chief 
is trying to build a portfolio of 
billion-doilar businesses 


Back in 2006, Cisco Systems CEO John 
Chambers asked Marthin Dc Beer to 
give up a successful 1,500-perso^ busi¬ 
ness making office phones and start 
a two-person Emerging Technologies 
Group. The South African native at first 
felt deflated. He shouldn't have. Though 
Cisco was buying startups left and right, 
it hadn't developed a sizeable new busi¬ 
ness on its own since its original Internet 
router business in the 1980s and 1990s, 
Chambers wanted De Beer to rekindle 
the company’s ability to create innova¬ 
tions from scratch, 

De Beer's first in-house technology 
initiative, Cisco's videoconferencing busi¬ 
ness, is on pace to bring in $175 million 
in sales a year. That revenue came from 
high-end ^telepresence M systems that 
make you feel as if you’re in the room 
with people wherever they may be-a far 
cry from the low-res ， hard-to-use video- 
conferencing gear that had given the in¬ 
dustry a bad name for decades* “Cisco 
has elevated the world's awareness of 
videoconferencing" says Wainhoiisc Re¬ 
search analyst Andrew Davis. 

Soon after he agreed to take the job. 


Dc Beer recruited a team or video ex¬ 
perts and told them to spare no expense 
to create a high-def, low-pain experi¬ 
ence. To maintain a startup-like zeal，lie 
kept the project sequestered from Cis- 
co*s engineering and sales bureaucra¬ 
cies, but took advantage of the compa¬ 
ny^ promotional muscle. Telepresence 
showed up as a product placement in TV 
shows such as 24. 

Building on De Beer's work, Cisco 
spent $3.2 billion to acquire Norwegian 
videoconferencing market leader Tand- 
berg, which had $900 million in revenue 
Jast year. Now, De Beer dreams of making 
videoconferencing as widely available 
as e-mail. By Christmas, he vows, Cisco 
will be selling gear that lets anyone with 
an HDTV set join a teJcprescnce session 
from their Jiving mom. 

De Beer says he has five other projects 
under way that could one day bring m 
more tlian $1 billion a year, such as digital 
billboards and faciai-recogoition security 
systems. "Telepresence is the first proof 
point that we can take an idea and turn it 
into a very big, very profitable business," 
says De Beer, None of his other initiatives 
are anywhere near 10 digits in sales. If 
De Beer repeats the success he had with 
videoconferencing, investors may even 
begin to think of Cisco as a growth com¬ 
pany again- © — Peter Burrows 
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tion date, and other information. “This 
is a big blow to counterfeiting；- says 
Bright Simons, co-founder of mPedigree, 
a Ghanaian startup working with Hew¬ 
lett-Packard on one of the systems. 

Simons expects to put 10-digit codes 
on about 125,000 packets of malaria 
medications in Ghana and Nigeria in a 
six-month trial starting in December In 
2008 s mPedigree did a trial with bottles 
of acetaminophen syrup. At the urging 
of pharmacists t nearly all 3,000 custom¬ 
ers who bought the syrup sent in the 
code，Simons says. “ When a pharmacist 
tells a patient that something is worth 
doing in Africa, they Jisten 广 he says, 

Nigeria's drug regulator is testing a 
rival service with Glucophage, a diabetes 
treatment from Germany’s Merck. That 
service was developed by Ashifi Gogo, 
an mPedigree co-founder who left to 
start liis own company, Sproxil. By June, 
Gogo expects to have codes on 1.5 mil¬ 
lion packs ofGlucophagej and he says 
he's in negotiations with other pharma¬ 
ceutical companies. 

Drugmakers will pay for the systems 
through subscription fees. Using mPcdi- 
gree's technology will add about 4<r to 
the cast of a typical $4 malaria treat¬ 
ment, Simons says. He’s confident that 
will be more than offset by a reduction 
in counterfeits. London-based Glaxo¬ 
SmithKline says it’s considering using 
mPedigree's technology, and Simons is 
in discussions with three other big drug- 
makers, he says. His company wote 
software that generates the cades and 
checks them against a database stored in 
computers run by HP. ^We T ll be able to 
get information back to the pharmaceu¬ 
tical companies about where their drug 
is actually being used:, says Mick Keyes ， 
an HP executive overseeing the program. 
“They like the model； 1 

Dozens of companies are developing 
anti-counterfciting technologies such as 
hofograms and bar codes. But mobile 
phones may be a simpler and cheap¬ 
er solution, says Patrick Lukulay of the 
United States Pharmacopeial Conven¬ 
tion, a Maryland nonprofit that tracks 
fakes, K ina low-tech, resource-limited 
environment it's very effective,” Luku- 
lay says, “[t’s using a technology that 
millions of people have access to/" O 
— Simeon Bennett 

The bottom iinG As mobile phones spread across the 
developing world, they Ye being used in unexpectGcf 
ways-inefuding, now. to fight counterfeit drugs. 


Impact Telepresence unit went from zero to $175 million in sales in four years 
Background Grew yp in South Africa, Studied at University of Pretoria 
Personal motto “Never be too proud fa backtrack” 
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"I just want to print from my laptop 
without connecting a bunch of wires ! 1 


Til help you choose a wireless laser printer 
that makes printing easy and fast:' 



HP® P1102W LaserJet Pro 

Get high-quality laser output from this wireless, compact and 
affordable unit. HP Resolution Enhancement produces crisp, clean 
images. 

Print more in less time with print speeds up to 18 ppm 1 . Prints on 
page sizes from postcard to legal; and on media including plain paper, 
envelopes, labels, card stock and transparencies. 

Designed for hassle-free setup and printing with high-speed USB 2.0 
connectivity, manual two-sided printing and 150-sheet paper input tray. 

For more information on this printer visit www,BestBuy,com/pi 102w. 
Price valid 5/9/10-5/22/10 SKU ： 9811982 

Find the right technology for your small business at your local Best Buy® store and 
at BestBuy.com/Bustness. Or call I-866-613-9856 to talk with a Customer Specialist. 

FOR BUSINESS 

1 Print speeds vary w[i,li i^e. See rrifg-for info on print speeds. 

BESTBUY the BEST BUY logo, th^ lag design, BESTBUY,COM and BEST BUY FOR BUSINESS aneirademarit^of BBYSolutEoiiSv 1^ ARothrer trademarks 
ortrad^ names are properties of their respective owners. 0 3010 Best Buy. All Reserved BBVi 104002 










Being a client 
is just investing. 

Being an owner 
is Vanguarding: 


It's not just investing. If it were> you'd only be a client* And you’d 
miss out on the advantages that come with being an owner 
Fortunately, at Vanguard you're both. You own the funds that own 
the company, which lets us provide our funds at-cost, while the 
industry average expenses are five times more than ours ； And 
thafs just one perk that comes with ownership* It’s a better role. 
It's Vanguarding, 

Are you fust investing or are you Vanguarding? 

See why client-ownership is better at 
vanguard.com/ownar or call us at 800-239-9758, 


Vanguard 


Vanguard provides services to the Vanguard funds at-cost. For more information about Vanguard funds, 
including at-cosi services visit www,vanguard.com/owner, or call 800-239-9758, to obtain a prospectus. 
Investment objectives, risks, charges, expenses, and other important information about a fund are 
contained in the prospectus; read and consider it carefully before investing. All investments are subject 
to risk. * Source: Upper Inc,, as of 12/31/2009. Based on 2009 industry average expense ratio of 119% and 
Vanguard average expense ratio of 0.23%. 

© 2010 The Vanguard Group, Inc. All rights reserved. Vanguard Marketing Corporation, Distributor. 
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An Insurance Giant 9 s 
Make-or-Break Deal 


Prudential CEO 
Thiam'siobmay 
hang on the 
success of 
deaJ to buy a big 
subsidiary of AIG 


Investors resist a $35.5 billtoiibid by Britain's Prudeotialfor a unit of AIG 
A critic describes it as selling “billions of cheap stuff to buy billions of expensive stuff” 


When Tidjanc Thiam was strategy di¬ 
rector at British insurer Aviva in 2006 ， 
he tried to buy Prudential ， the U.ICs 
biggest insurer. The bid failed. Thiani T s 
career flourished and subsequently he 
moved to Prudential {which has no con¬ 
nection to the U_S. company of the same 
name) and became chief executive of¬ 
ficer seven months ago. Now he's trying 
another ambitious acqoisition-the pur¬ 
chase of American tntemational Group’s 
AVA Group for $35.5 billion. If he fails 
this time，investors say ? he may pay with 
his job, and the 162-year-old insurer 
itself could be broken up. 

“Given that the CEO and the chair¬ 
man fHarvcy McGrath] attached their 
credibility and careers to this deal, it’s 
going to be very difficult for them £0 sur¬ 
vive if this fails； 3 says Colin McLean, who 
helps manage $975 million at SVM Asset 


Management in Edinburgh. McLean sold 
his Prudential stock earlier this month 
because he doesn't support the bid. 

AIA sells life, accident, and health 
insurance policies and private retire¬ 
ment planning and wealth manage- 
Tncnl: services in Asia，where it has more 
than $60 billion in assets. The purchase 
would make Prudential the biggest in¬ 
ternational insurer in Asia ， Thiam, 47, 
told reporters in March. Prudential 
plans to fund the acquisition by raising 
$21 billion in a rights offering, in which 
existing shareholders get the chance 
to buy more stock. Earlier this month, 
the U.K/s Financial Services Author¬ 
ity, the equivalent of the Securities & 
Exchange Gommission, blocked the of¬ 
fering, which had been scheduled for 
May 28, over questions about Pruden- 
tial’s capital levels. Specifically, the FSA 


is concerned that in the event Pruden¬ 
tial needed extra capital to dea] with a 
financial crisis at home or in the U.S .， 
regulators in Asia might prevent it from 
tapping capital reserves from its sub¬ 
sidiaries, according to two people with 
knowledge of the situation. The delay 
maybe the “final straw” for the take¬ 
over, says Barrie Comes, a London- 
based analyst at Panmure Gordon, who 
has a * J buy T, rating on the stack. 

Prudential may seek to increase its 
capital reserve by $L5 billion, says a 
person with knowledge of tlic matter. 
And it is in talks with AIG to change the 
terms of the deal to help win FSA ap¬ 
proval. Yet even if Thiam gets a go-ahead 
from the FSA, he still needs 75 percent of 
investors to support the rights offering. 
That won't be easy. London-based 
Neptune Investment Management 
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has started a Web site, www.prudential- 
actiongroup.com, to encourage fellow 
shareholders to oppose the bid. 

Tliiam has an unusual history for an 
insurance CEO. Bom in the Ivory Coast, 
a former French colony, and schooled in 
Morocco, Thiam started his career work¬ 
ing for McKinsey in France. He returned 
to the Ivory Coast, spending five years 
working for the nation's development 
department before the government was 
deposed in a military coup in December 
1999 - He escaped 
unhurt after being 
placed under house 
arrest. He returned 
to MciCinsey before 
moving to Aviva, the 
U.K；s second-big¬ 
gest insurer, as head 
of group strategy 


$25 


bn 


The amount 
AIG planned to 
repay the U.S. 
government after 
the AIA sale 


and development 
in 2002. Six years 
later, Thiam joined 
Aviva competitor 
Prudential as chief 
financial officer. 

Investors fault Thiam for failing to 
make a strong case for the purchase. 
Thkin and Finance Director Nic Nican- 
drou held investor meetings in London, 
Hong Kong, and the U.S. after announc¬ 
ing the takeover on Mar. 1, Thiam was 
unable to provide any detail on AIA J s 
investments, capital structure, or trad¬ 
ing beyond the Mar. 1 statement, says 
one investor, who declined to be named 
because the meeting was private, “To 
support a rights offering of that size 
you need to be confident that the assets 
you're buying are being acquired at a 
very good price/" says Ivor Pether, who 
helps oversee $9 billion at Royal London 
Asset Management, “That hasn't really 
been demonstrated yet：' 

“Our investors are waiting for the 
prospectus, and wc will be publishing 
it as soon as we can" says Ed Brewster, 
a spokesman for Prudential. Thiam 
would not comment for this story. The 
prospectus is important because it con¬ 
tains critical information on AiA's assets 
and the final terms of the deal. 

“From a strategic perspective this 
deal makes absolute 广 says James 
Lalng, who helps manage $256 billion at 
Aberdeen Asset Management, a big Pru¬ 
dential shareholder. H We need to see the 
prospectus so that we can imke a sen¬ 
sible judgment on the valuation/' 


The deal is not as critical for AIG as it 
is for Prudential The bailed-out insurer 
has said it would use at least $25 billion 
from the AIA sale to pay down a Fed¬ 
eral Reserve credit line that expires in 
2013. AIG originally planned an initial 
public offering for AIA* If the Pruden¬ 
tial deals falls apart, says Clark Troy, 
a senior analyst for research firm Aite 
Group, AIG will be able to sell the unit 
^either through an IPO or another buyer 
earning along/' 

C；avendish Asset Management is 
among the Prudential investors that 
have said breaking up the company 
would be a better move than a major ac¬ 
quisition, Shareholders would receive 
$36 bilJion, about 75 percent more than 
the company'^ present market value, if 
the U.K., U.S ，and Asian divisions were 
sold ofF separately, according to Cornes 
at Panmure Gordon. 

James Clunic, manager of the $2.3 bil¬ 
lion UK. Growth Fund at Scottish 
Widows Investment Partnership in Edin- 
burgh, didn't wait to see how it ^11 plays 
out. He sold his fundus Prudential stock 
after the deal was unveiled. (Other Scot¬ 
tish Widows funds still hold Prudential 
shares.) Pmdcntiars raising money to 
fund the acquisition amounts to selling 
^billions of cheap stuff to buy MIioils of 
expensive stuff； 1 Clunie says. "It'sabad 
deal. It doesn't look sensible.” ❺ 

—Kevin Crowley 

The bottom fine Thiam faces two daunting 
challenges ： completing th^ acquisition, then 
proving that the purchase was worth $35,5 billion. 


Globa! Markets 

Great Wall of Worry for 
China Stock Investors 



Shanghai’s index falls 20 percent 
from November into bear territory 

If inflation heats up, “the central 
bank wrll have to raise rates" 

The market rnelodrama over Greece's 
fiscal crisis has overshadowed the grow¬ 
ing global investor disenchantment with 
Chinese stocks. The Shanghai compos¬ 
ite index fell 1.9 percent on May 11 after a 
highcr-than-cxpectcd jump in consumer 
prices and is now off more than 20 per¬ 
cent from a November peak, a downturn 
usually defined as a bear market. 

Investors are jumpy about the frothy 
state of the Chinese economy and fear 
k could signal big problems. Consum¬ 
er prices advanced 2.8 percent in April 
from a year earlier, and property prices 
rosea record 12,8 percent, according to 
the latest official numbers from Beijing, 
Chinese President Hu Jintao's govem- 
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Wall Street Memories 

Reliving the Glory Days of DLJ 

At a time of existential crisis on Wall Street bankers who worked at Donaldson Lufkin & Jenrette before 
its 2000 takeover by Credit Suisse wil] reunite at Manhattan s Cipriani restaurant on May 20. Many have 
gone to positions of prnmmence hut miss the old days, “it really did have its cult aspects" says Tony 
James, now president of Biackstone Group and former chaimian of' DLJ's ban king group. "People loved 
working there" Here’s where some of them landed ❻ —Jonathan Keehner and Jason Kelly 
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mcnt is trying to contain full-year infla¬ 
tion at a 3 percent rate in an economy 
that clocked astounding 11.9 percent 
growth in the first quarter and shows no 
sign of slowing down. 

The property price spike suggests 
that stronger measures migh t be needed 
to curb the runaway real estate specu¬ 
lation in Chinese cities such as Shang¬ 
hai and Shenzhen. Three times this year 
the central bank, the People's Batik of 
China，has ordered lenders to increase 
their capital reserve levels, effectively 
lowering the amount of money avail¬ 
able to lend. At the same time Beijing 
also raised mortgage rates and down 
payment requirements for second home 
purchases-and imposed an outright 
ban on loans for third-home purchases. 
(That's right ， third-home purchases.) 

Emerging-niarkeLs investor Marc 
Faber didn't help sentiment with his pre¬ 
diction on May 3 that China’s economy 
may “crash” within a year. The price de¬ 
clines of Chinese stocks and commodi¬ 
ties may signal the country's property 
bubble is set to bunst T Faber said. True, 


that’s a minority view，but other inves¬ 
tors are worried about slower growth 
if Beijing tightens monetary policy to 
cool the economy, “1「inflation isn't con¬ 
tained, the central bank will have to raise 
interest rates, 11 says Zhao Zifcng, who 
helps oversee about $10.2 billion at China 
International Fund Management, an in¬ 
vestment firm in Shanghai. 

The rescue package for Greece 
pulled together by the European Union 
and the [ntemational Monetary Fund 
may free Chinese official to focus on 
containing asset prices and inflation 
at home rather than worrying about 
the global economy, says Li Daokui, an 
adviser to the People's Bank of China. 
K The double-dip risk m the world econ¬ 
omy is likely to be reduced to a mini¬ 
mum/' Ii said in a telephone inter¬ 
view in Beijing. “The main policy focus 
should he on preventing excessive gains 
in asset prices and liquidity/" © 

— ZhangShidong 
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T7?e bottom Hne China has too much of a good thing, 
Stocks have fsilon on fears that the government wilt 
take strong measures to rein in runaway growth 


Wall Street 

Buying Amid the Plunge ， 
Bulls Keep the Faith 

Worries about Greece, they say, 
won't derail the long rally 

• “The worfd is having a strong 
economic recovery" 

As they ponder their next uiaves, many 
investors are worried about the crisis 
in Greece，job creation, and the little 
matter of the 1,000-point stock market 
drop on May 6. None of that has shaken 
the belief of some big professionals that 
the U.S. bull market is intact, and stocks 
are headed higher. 

Birinyi Associates, the research 
and money-management firm found¬ 
ed by Laszlo Birinyijn, bought shares 
on the day of the 1,000-point drop in 
the Dow Jones industrial average {the 
index closed that session with a 
348-point loss). The firm has stuck 
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Goldmans 
Golden Quarter 



with its forecast that the Stan¬ 
dard & Poor's 500-stock index will 
climb 13. percent from the May 12 dose 
of 1172 to 1325 this year. "Almost all 
bull markets have a correction at some 
point, and that point could be now: 1 
says Jeff Rubin, director of research 
at Birinyi Associates. “That doesn’t 
change the outlook for the year.” 

Barton Biggs，who runs New York- 
based hedge fund Traxis Partners, says 
he is “betting the next move in the US. 
market is going up 15 to 20 percent 
Biggs recommended buying U.S, stocks 
at the low last yean "1 would just point 
out that the world is having a strong 
economic recovery,” he says. 

On the day of the big drop, Thomas 
Lee, chief U.S. equity strategist at 
JPMorgan Chase, reiterated his fore¬ 
cast that the S&P 500 will end the year 
at 1300. Among the equity strategists 
tracked by Bloomberg, Lee and Gold¬ 
man Sachs 7 David Kostin were the most 
accurate in predicting the market's 
2009 gain. 

Not everyone is quite so sanguine. 
"We’re inclined to think this is a 
much deeper probkm than has been 
discounted in the market so far，” 
says Bruce McCain, chief investment 
strategist at Key Private Bank. "The 
market had been shoving aside any con¬ 
cerns... to the paint where we reached 
the stage of too much optimism.” 

McCain says the losses won T t undo 
the S&P 500\s 73 percent advance 
since March 2009. As the U.S. economy 
expands arid banks ， brokerages, and in¬ 
surers recover, profits for S&P 500 com¬ 
panies are forecast to jump 34 percent 
this year, the most since 19SS. Earnings 
from continuing operations may reach 
$95,56 a share in 2011, exceeding the 
2007 record, according to estimates 
I of analysts tracked by Bloomberg. 

fC We r Il get a sharp correction/" says 
McCain, “but I don，t think this spells the 
end of the bull market" 

Even the pros who say stacks will 
continue to climb don’t expect a smooth 
ride. “This is going to be messy，” says 
Stephen Wood，chief market strategist 
for Russell Investments in New York. 

“ 】 t’s going to be a grinding slog of an 
environment" O — WhitneyKislingand 
Lynn Thomasson 

Th& bottom line After th^ market's strong reco^e/y 
from its March 2009 low, a few rocky days aren't 
enough to conmce bulls tfm the rally Is over 


Mutual funefts 

Portfolios That Protect 
Against Rising Rates 

As investments, leveraged loans are 
hot, but don't expect another 2009 


Performance of leveraged-!oan 
funds 


2008 

-30,3 

2003 

41.8 

2010* 

I 

4,2 

-through ma¥7 


DATA MORNING5TAR 


Rising rates are the bane of bond fund 
investors. That's because when interest 
rates climb, the value ofbonds-and the 
funds that invest in them - falls. Right 
now，with rates at historic lows, bond 
investors have reason to be cautious, 
which may explain the appeal of lever- 
aged-loan mutual funds. 

Leveraged loans are made to com¬ 
panies with credit ratings below invest¬ 
ment grade ； the debt tends to be riskier 
and cany higher interest rates than 
standard loans. And here's the key ： 
Those rates are usually variable，pegged 
to a benchmark such as Libor (the 
London interbank offered rate). That 
means wlien interest rates climb, the 
rates on leveraged loans go up as well, 
preserving their value. 

“The attraction is the floating-rate 
feature" says Eric Jacobson, director in 
fixed-income research at Chicago-based 
Momingstar, "The beauty of floating- 
rate loans .“is the income those loans 
pay will ratchet up quickly right along 
with rising short-term rates/' 

Mutual funds that invest in lever¬ 
aged loans have been around for more 
than 20 years, but the category is sud¬ 
denly attracting a lot of new money. 
Investors poured almost $3 billion into 
bank-loan mutual funds in March and 
April, nearly four times the amount for 
the same period last year, according 
to Upper FM[ data. The category has 
about $33 billion in assets. 

Ail the new cash hasn’t gone unno¬ 
ticed. Goldman Sachs, BlackRock T and 
Blackstone s GSO Capital Partners have 
al! said they will launch mutual funds 
to invest in leveraged loans, GSO’s float¬ 
ing-rate fund is the firnf s first of¬ 
fering for individual investors. 
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Nouriel Roubini 



In 2006, economist Nouriel 
Roubini famously predicted 
a global recession. His new 
book, Crisis Economics ， 
addresses the consequences 


What have we learned from these 
crises of capitalism? 

The first lesson is that crises are 
not "black swan” events, using the 
termmology of my friend Nassini Taleb. 
They're not just random outcomes. 
They are the result of a buildup of 
financial and policy vulnerability 
and mistakes-excessive risk-taking, 
leverage, debt, and so on. The first 
chapter of my book is called *The 
White Swan” because these Events 
are predictable. But generation 
after generation, we seem to forget 
the past. When there’s a bubble, 
there’s euphoria. There's irrational 
exuberance. Consumers can use 
their homes like ATM machines. 
Governments and policymakers are 
happy because they get reelected. 

Wall Street makes billions of dollars of 
profits. Everybody's delusional 

What happened to all the toxic 
assets? 

Some of them have been written down, 
but the policy response has been pray 
and delay. Many banks are stif] carrying 
these assets and loans on their books 


at face value of a hundred cents on the 
dollar. 

How long will they be under water? 

A long time. Prices for homes have 
fallen by 30 percent from the peak. 
Prices ofconimerciai real estate have 
fallen by 40 percent. They may be stabi¬ 
lizing, but prices are not going to go up 
30 percent or 40 percent anytime soon. 
Therefore many of these bad assets have 
negative equity ， 3iieaning the value of 
the assets is lower than the value af the 
mortgage or the debt on it. People are 
going to walk away from their homes. 

Aren’t they doing that now? 

They're doing it increasingly. People 
refer to it as jingle mail. You put the keys 
in an envelope, send it back to your 
banker It's happening on a massive 
scale. EspeciaHy in the LLS,，if you walk 
away from your home when the value is 
below the value of your mortgagC j they 
cannot go after you to recoup the differ¬ 
ence between the two* 

Where’s the next bubble? 

I sec it in the fact that interest rates in 
all of the advanced economies are near 
zero. In the LUC, Europe Japan, ev¬ 
erybody can borrow at zero rates. And 
because of that, Ws back to business as 
usual on WalJ Street. Most financial in¬ 
stitutions are making huge amounts of 
profits in proprietary trading-borrowing 
at zero rates and making investments, h 
was just announced that in the first qoar^ 
ter, Goldman Sachs did not have a single 
day in which it lost money on trading. 1 
worry that zero interest rates arc leading 
to an asset bubble globally. 1 don’t think 
it，s going to burst for the time being, but 
give it two or three years. 

So it’s not a specific bubble like a 
housing or technology bubble? 

No, at this point 1 think it s s generalized 
Effectively you can borrow at zero rates 
and invest in any risky asset，and the 
value of most risky assets for the last 
year has gone up by 50 to 80 percent. 


Other than raising interest rates, 
what should the government do? 

You need tighter supervision and regu¬ 
lation. The Dodd bill is not enough. 
Institutions that are too big to fail are 
becoming even bigger. [For example, 1 
JPMorgan took over WaMu and Bear 
Steams. So if they're too big to fail, 
they 're too big. We should break them 
up. They’re also becoming increasing¬ 
ly too big to be bailed out. And they ’re 
becoming too big, too complex, to 
manage. These financial supermar¬ 
kets..- have became disasters. There's 
no way the CEO ofa bank can monitor 
tlie risk-taking of thousands of differ¬ 
ent traders and bankers. I would say 
ifyoiTre a bsnkholding company, you 
cannot do proprietary trading. You 
cannot have private equity or hedge 
funds activities. I would go back to the 
kinds of restriction we had under Glass- 
Steagall when there was a fu!J separa¬ 
tion between commercial banks and in¬ 
vestment banks. 

On the face of it，is anything wrong 
with hedge funds? 

No s there's nothing wrong with hedge 
funds, i think they have a role to play. 
But take an insrirution like Goldman 
Sachs, In many ways it looks like a 
hedge fund … and is more leveraged 
than any hedge fund. It can borrow 
from the government at zero rates. So 
if Goldman Sachs wants to be a hedge 
fund, be a hedge fund. But don't have 
taxpayers guarantee your liabilities. 

What’s going to happen to Greece? 
You have riots, people dying in the 
streets. In spite of this huge bailout pro¬ 
gram, the public debt and the fiscal ad¬ 
justment Ls so large that I think eventu¬ 
ally Greece will default or restructure 
its debt in a corrosive way. There’s even 
a chance Greece might have to exit the 
European market. © 
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There’s a danger with these funds: 
When the economy weakens, heavily 
indebted companies may default. That 
possibility can drive down the value of 
leveraged loans. During the credit crisis 
year of2008 the average leveraged-3oan 
fund lost 30,3 percent, according to 
Morningstar. [n 2009 the funds soared. 
Last year, Eaton Vance Floating-Rate 
Advantage returned 65.2 percent, best 
among 28 leveraged-loan funds tracked 
by Morningstar. That fund, which bor¬ 
rows money to boost results, has re¬ 
turned 6.7 percent this year and yields 
4,2 percent. (Returns are as of May 7; 
yields are as of Apr. 30.) 

Only Highland Floating Rate Advan¬ 
tage has done better this year, returning 
6.S percent; it yields ：18 percent. By com- 
parison f a conventional bond portfolio 
such as Vanguard's Intermediate Term 
Investment Grade has returned 4.9 per¬ 
cent and yields 4.8 percent. 

Jacobson cautions that last year's re¬ 
turns were a reflection of unique condi¬ 
tions. “If anyone is buying a fund like 
this becaase they saw fat returns in 
2009, they need to take another look at 
why they are buying，” he says. “Almost 
certainly we won't see the same perfor¬ 
mance this year as ’09.” 

— Kristen Haunss 

The bottom tine Unlike most other fixed-income 
funds r feveraged-toan funds can he}p w/ien rates 
rise. But the debt they invest in is risky. 


Municipal Finance 

Chicago Pays for Selling 
Bonds Without Bids 


Negotiated sales area tradition, 
but auctions would save money 

- It’s something that would have 
benefited the city 11 

Chicago Mayor Richard M. Daley hired 
JPMorgan Chase investment banker Gene 
SafFold to be the city’s chief financial offi¬ 
cer and gave him a simple order ： Protect 
the taxpayer. “During these tough times, 
when people are hurting, this is more 
important than ever/ 7 Daley said in intro¬ 
ducing SafFold in March 2009. “We must 
be creative and bold,” 

Despite that mandate，Saffold is 
sticking with one costly tradition ： the 
city's more than two-decade practice 
of selling long-term bonds through pri¬ 
vate negotiations with banks rather 
than through open bidding. Arranging 
competitive auctions for the $2 billion 
in bonds Chicago has sold since SalFold 
took the job would have saved taxpayers 
millions of dollars, according to internal 
city documents and a review of its sales 
by Bloomberg. 

In a negotiated dea3 ? the issuer 
hires a pool of banks to find buyers 


for its bonds，with interest rates set 
in discussions with those underwrit¬ 
ers. In a competitive sale, underwriters 
electronically submit the interest rates 
they T re willing to pay, and the lowest 
bidder wins. While about 85 percent of 
municipal bond sales around the coun¬ 
try are negotiated, according to data 
compiled by Bloomberg, most cities 
and states do at least some via com¬ 
petitive bidding, “[t helps to do a mix 
of both " says Daniel Kaplan, president 
of Kaplan Financial Consulting in Wil* 
inette, I1L "Chicago is the extreme of is¬ 
suers that don’t do any.” 


Quoted 


we may learn that the 
extraordinary disruption in trading... was 
the result of a conflyefice of events 
which, taken togeth^r 7 exacerbated what 
already had been a down day and to 
an extraordinadfy steep price drop and 
recovery* However, we 
ot prepared at 
this time to draw that 
cortciusion/' 

— Securities & 
Exchange Commis¬ 
sion Chairman 
Mary Schapiro 
on May 6 
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Chicago avoids bidding out its band 
deals because local politicians don’t 
want to alienate investment bankers 
who donate to charities and political 
campaigns, saysJ.B* Kurish, a former in¬ 
vestment banker in Chicago who is now 
an associate dean at Emory University's 
Goizueta Business School in Atlanta. 
“Firms get chosen to be negotiated un¬ 
derwriters as payback.” 

Saffold ， 55, a native of Chicago’s 
South Side, rejects that charge. He says 
that industry and city rules prohibi t 
making contributions in exchange for 
underwriting work. He argues that 
negotiated sales allow the city to react to 
changing market conditions and boost 
participarion of minority-owned under- 
writers, and that they don’t cost more, 
“We T ve gotten effective pricing； 7 he says, 
“especially if you look at us compared to 
other state and local governments.” 

That’s not always the case. On 
Apr. 12, the city sold $128,8 million of 
insured, tax-free O’Hare International 
Airport bonds. It paid about a third of a 
percentage point more than the Florida 
Transportation Dept, did on a lower-rat¬ 
ed issue sold through bidding at around 
the same time, according to data com¬ 
piled by Blaomberg, During the 20- 
year life of the bonds, that translates to 
about $8,2 million in additional interest 
payments. Saffold says that attributing 
the price difference to the method of 
sale is “misleading.” 

Saffold 3 s predecessor, Dana Leven- 
son, says he regrets that he was unable 
to persuade city officials to switch to 
competitive bidding, “It’s something 
that would have benefited the city of 
Chicago, says Levenson, who is now 
head of North American infrastruc¬ 
ture banking at Royal Bank of Scotland 
Group's Chicago office. 

The city could use the money, [t 
faces the worst financial crisis of Da¬ 
ley's 21-year tenure. The 1 mayor dosed 
a $520-millioii deficit in the current 
budget by tapping a reserve fund from 
a 75-year lease of parking meters, put¬ 
ting workers on unpaid furlough and 
eliminating funding for civic traditions 
such as Venetian Night, a lakefront fes- 
tivaJ Daley's father started more than 
50 years ago. G 

— Darrell Prestun and John McCormick 

Tfw bottom ttriG Chicago could pay lower interest 
rates on its bonds if it sold them via competitive 
bidding. 
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Telecom 


Retail 


An auction in India 
for 93 licenses for 
high-speed mobile data 
services is expected 
to raise more than 
$12^ billion. The 
high figure is fueling 


The judgment 
derivatives trader 
Saleem Khatri won 
in a contract dispute 
over an unpaid bonus 
after he lost his jo bat 
Rabobank Nederland, 
He is one of more than 
a 100 British bankers 
who have sued their 
former employers to 
recover bonuses and 
other pay. 


Fashion 


If the shoe fits f buy iL Jones Apparel Group 
is paying a group of private equity investors 
$130 milHon for a 56 percent stake in Stuart 
Weitzman, a maker of htgh-priced shoes. Jones, 
which also owns the Nine West, Bandolino, and 
Joan & David brands of footwear, has committed 
to buying out founder Stuart Weitzmart's 
remaining 45 percent stake by 2012. 


En a sign that New 
York City's commercial 
market is rebounding h SL 
Green Realty is using the 
$576 million in proceeds 
sale of its 
stake in McGraw-Hill's 
Manhattan headquarters 
to buy into two office 
buildings, one at 
125 Park Ave. (pictured 
above) and another at 
600 Lexington. 


Ji\\c 


Mohamed Al-Fayed, 
the owner of Harrods, 
is selling lhe 161-year- 
old luxury department 
store to Qatar Holdings 
for $2.2 billion. Qatar's 
sovereign wealth fund 
is no stranger to British 
retailing ： It s already 
the largest shareholder 
in Britain’s No. 3 
supermarket chain, 

J Sainsbury. 


$5.8bn 

Software 


concerns that the 
bidders—including 
Vodafone Group and 
Bharti Airtel—wont be 
able to recoup theSr 
investments. 


Power 



Asia's biggest utility, 
Tokyo Electric Power, 
is paying $125 million 
fora 9.2 percent stake 
in Nuclear Innovatran 


Mining 

Indies Vedanta Resources agreed to pay 
$1.3 bill km for a group of zinc mines in Africa and 
Ireland owned by Angb American. 


Collectibles 



SAR the world s 
biggest maker 
of business- 
management 
software, agreed to 
acquire Sybase in a 
transaction valued 
at $5.8 billion to help 
fend off competition 
from Oracle. Sybase, 
based in Dublin, Calif., 
specializes in software 
that helps financial 
institutions analyze 
information. 


North America, a U.S- 
Japanese venture that 
plans to build nuclear 


The price fetched by a 1936 57SC Atlanta coupe, 
one of only three produced by Bugattf, at a 
California auction, making it the most expensive 


reactors in South Texas, car in the world, 
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South Africa's economy has grown steadily since the end 
of apartheid rule. On the eve of the World Cup, the country 
measures how far it has come—and how far it still has to go. 
By Ken Wei Is. Photographs by Brent Stirton 


The 

Big 

Bounce 



A couple of miles beyond the 900-foot-high 
bungee-jumping tower, past the $100 million ， 
235-shop Maponya Mall，and a short cab ride 
from the 94700-seat World Cup soccer stadium, 
Sakhumzi Maqubela stands before his restau¬ 
rant contemplating a question on the economy, 
It’s a pristine day in Soweto, the late part of 
the midweek lunch rush, the place about half 
cleared out. Tourists，hiding from the sun under 
red Coca-Cola umbrellas, pick at plates of tripe 
or chicken curry as the voices of costumed tribal 
singers drift across a patia “It is nice sometimes 
when you don’t understand that you are sup¬ 
posed to be worried: says Maqubela, a cheerful 
man with close-cropped hair，crisp chinos, and 
a pressed yellow shirt “We kept asking, ‘What 
is this “reception” they are talking about?’” 
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This is Maqubela's way of saying that while the recession 
that spread across the world in 2008 did reach South Africa 
last year, it was more of a ripple than a wave. Sakhumzi Restau¬ 
rant, the tiny eatery he started eight years ago, is now a thriv¬ 
ing 450-scat diner with 48 workers. The mild downturn didn’t 
much dip the wings of his coiporatc clients or cause many of 
his package tour customers to cancel their visits, “We basically 
never felt the recession here/' he says. 

In 1992, on my first reporting trip to South Africa, Soweto 
was a raw slum of open sewers and shacks jammed with i mil¬ 
lion people - the seething epicenter of black revolt against the 
white apartheid government. Raids by the white regime were 
as common as they were unpredictable ； murderous tribal and 
ethnic political conflicts made it a dangerous place to visit, A 
race war didn’t seem far-fetched. Now, that palpable sense of 
violence has been replaced by bungee-jumping tourists and a 
generation of opportunistic small business owners, 

"Growing up in Soweto，” says Maqubcla, didn’t think this 
would ever be possible/ 7 His restaurant is one of 25 catering 
to tourists in this enclave five miles west of downtown Johan¬ 
nesburg. About 30 hed-and-breakfasts have also sprung up in 
recent years, and an estimated 1 million visitors pour in annu¬ 
ally to see, among other things, the family home where Nelson 
Mandela plotted his antiapartheid strategies. 

The transformation of Soweto is part of the larger, mostly 
hopeful story of how South Africa’s economic and political 
prospects are intertwined. This is—or should be-South Africa's 


24 % 


Soutlt Africa's 
2009 

ynempEoymenl 

rate 


year to shine. Starting on June 11, the FIFA 
World C；up of Soccer kicks off here，the first 
time the global sporting event, with a tele¬ 
vision audience estimated to be half the 
world, has been held on the African con¬ 
tinent. Hundreds of thousands of tourists 
will fly hi for the monthlong festivities ， po¬ 
tentially providing a boost not just to South Africa's economy 
but to its reputation. 

What visitors will find is a nation of First World amenities 


and infrastructure, and a place where optimism is perennially 
tested by unresolved Third World issues of poverty, crime ， in¬ 
flation, and racial temion. Already the undisputed economic 
engine of Africa-k accounts for 39 percent of sub-Saharan Af¬ 
rica's gross domestic product-South Africa still labors with 
plenty of fiscal shortcomings. One of them is that the recession 
did bite at least a little. Unemployment, which had been trend¬ 
ing downward since 2006, rose in 2009 to 24 percent from 
22 percent in 2008, throwing tern of thousands of mostly poor 
and middle-class black South Africans out of work. 


On the positive side. South Africa (pop. 49 million) has 
proven resilient. While it saw a negative GDP of 1.8 percent 
last year, the economy began growing again at the end of 
2009, aided by the vital, $27 billion-a-year tourism industry 
that saw a slight uptick in visitors in an otherwise down year. 
Moreover, South Africa has weathered a recent bout of ten¬ 
sion sparked by incendiary remarks made by an upstart Af- 



Soweto entrepreneur Maqubela outside h\s restaurant 






rican National Congress (ANC) politician and the murder of 
a notorious white supremacist. Predictions by pundits here 
and abroad of race riots didn't pan out. 

"All things considered, 1 think we a ve done well, 31 says JP 
Landman, head of a.|ohimnesburgctmsu]ting firm who parses 
South Africa trends for government and corporate clients. 
Landman points to an unbroken string of.gross domestic prod¬ 
uct and per capita income growth-aside from list year-since 
multiracial democracy came to South Africa in 1994. ^We've 
had a transition, we are generating more and more cash flow，” 
he says. "The issue now is whether wc can generate the social 
capital needed for progress, for modernity.” 

Since Mandela's ANC party swept to power 16 years ago, 
ending 46 years af white rule, the government has steered an 
often tricky course between growth-oriented, free-market, 
open-trade policies and heavy spending on services-housing ? 
electricity, running water, health clinics — that were often un¬ 
available to the black majority. By its own accounting, it has 
built 1.2 million houses and provided water to 7 milJk>n people 
who didn't have it. Today it spends more than $22 billion on 
education, up from about $6 billion in 1994 、 Still, 24 percent of 
South Africans live without running water, 20 percent have no 
electricity, and 35 permit of students never finish high school 
despite the increase in spending. 

The World Cup events will provide a pop, adding an esti¬ 
mated $13 billion-plus to the economy on top of the $2*6 bil¬ 
lion the government is spending on stadiums, transport in¬ 
frastructure, promotion，and dosing ceremanics-akhough 
expectations have been tempered. In April, consulting firm 
Grant Thornton projected that foreign visitors to the event will 
fall about 23 percent short of the pre-Cup estimates of483,000. 
Match Services, the official ticketing agent for world soccer’s 
governing body, FIFA, said it had relinquished 4S0,000 nights 
of hotel room bookings because of slack demand. 

Maqubela is still optimistic that his Soweto restaurant 
will get a decent World Cup pickup, given its proximity to 
the giant Soccer City stadium, where nine matches will be 
pkyed, including the final on July 11. Not everyone shares 
his certainty. 

“We miss the Americans/^ says Abdul Ngifenou, who 
counts 2009 as the slowest of the eight years he has oper¬ 
ated an African crafts stall in the upscale Johannesburg 
suburb of Rosebank. The number of foreign tourists seems 
to have picked up since February, “but they aren’t buying/* 
Ngifenou says. 

Dave Luman of Cape Town Framed，a gift shop just off the 
bricked pathways of the leafy St. Georges Mall, is optimistic, 
but also clear-eyed about the potential threats to South Africa’s 
economic momentum. He has ordered an additional 70,000 
rand (about $10,000) of inventory because about a third of his 
saJes are already soccer-related items, and he hopes that busi¬ 
ness will be brisk, “That is,” he says, "if the MaJema debacle 
doesn't scare people away/ 1 

The actions of 29-year-old Julius Malema set off a month of 

soul-searching over whether South Africa can ever be a post- 
raciaJ society. Malema is leader of the ANC，s Youth League, a 
position that previously has been held by Mandela himself ； 
in theory Malema could become South Africa's President one 
day, given that the AHQ regularly polls about 90 percent of 



Soweto tourists can bungee-jump 
off a 900-foot tower 


the votes of the nation^ SO percent black majority, A onerime 
staunch ally of current South African President Jacob 2uma, 
his fiery, anti-Establishment speeches play well in the town¬ 
ships, particularly among South Africa’s large number of un¬ 
employed black men. 

MaJema (rhymes with dilemma) first made waves last year 
with his repeated calls for the ANC to nationalize the country's 
mines—a suggestion that was rebuffed by the ANC and even 
drew derision from the South African Communist Party. Then, 
earlier this year, he rattled many of South Africa's 4.3 million 
whites by traveling to Zimbabwe and endorsing the political 
party of President Robert Mugabe, 

Zimbabwe is a vastly poorer neighbor separated by an un¬ 
sealed border. More than 569,000 Zimbabweans have lied po¬ 
litical and economic upheaval since 2007, according to CIA 
figures* many settling illegally in South Africa, which is al¬ 
ready feeling the strain of more than 1 million illegal migrants 
from all across Africa. Meanwhile, scores of white farmers 
have been nmrdered there. 


Malema whipped up Zimbabwean crowds by singing an an¬ 
ti-apartheid song with the refrain “kill the Boers " a reference 
not just to white farmers but to all whites who trace their an¬ 
cestry to the Dutch farmers who began settling the Cape area 
of South Africa in 1652. In a tantrum broadcast on nationwide 


TV, he Jater tossed a white BBC journalist out of a press confer¬ 
ence, ridiculing him as a “bastard” and “small boy” for daring 
to question Malcma J s Zimbabwe statements. 

ll didn't help that the Malema affair was still unfolding on 
Apr. 3 when Eugene Terre 5 Blanche, a 69-year-old white-su- 
preniadst, was bludgeoned to death in his bed by two black 
farm workers near the town of Ventersdorp，60 miles west 
of Johannesburg. Terre’Blanche’s supporters promptly cited 
Mdlema's singing of the "kill the Boer” lyrics as a provocation. 
Police, looking into motives，say they don't think the murder 
was political. They arc investigating the pos¬ 
sibility that the slaying was part of a wage 
dispute or involved Terre'Blanche soliciting 
sex from the accused killers, both of whom 
are male and one of whom is a minor. 
Meanwhile, Zuma stood silent on 
Malema until Apr* 10, when he issued a 
statement denouncing him as “alien” to 
ANC values-a little late for many out¬ 
raged whites. After a disciplinary hear¬ 
ing, Malema reached an agreement with 
the ANC on May 12, pleading guilty 
to “behaving in such a way as to pro- 
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voke serious divisions or a breakdown of unity in the organi¬ 
zation/* the ANC said. 

Newspapers bristled with predictions of a return to the up¬ 
heavals that marked the tense years between the time Mandela 
was released from prison in 1990 and the 1994 elections that 
brought Mandela and the ANC to power. Then，political killings 
exploded across the landscape. Jnjune 1992,45 ANC members 
were gunned down by a rival political faction, and the assassi¬ 
nation of ANC stalwart Chris Hani by a white extremist a year 
later nearly plunged the country into civil war. 

The Malema-Terre'Blandie timing, with the World Cup 
looming, couldn't have been worse. “World Cup War ： Machete 
Threat to England Fans；' bhred a headline in the Apr. 5 issue 
of London’s Daily Star. 

These things don't matter just to soccer fans- Africa and the 

world can't afford for South Africa to turn into the next Zim¬ 
babwe, The country already generates two-thirds of the conti¬ 
nents electricity. Once a nation of tarifls. South Africa has lib¬ 
eralized its trade policies with irs African neighbors ； in 2008 
it did $104.7 billion in business with the 46 other nations of 
sub-Saharan Africa. 

The mines Malema would nadonaiizesit on huge reserves ： 
South Africa has 90 percent of the world's platinum, 80 per¬ 
cent of its manganese，73 percent of its chrome, and 41 per¬ 
cent ofjts gold，according to government estimates. Sooth Af¬ 
rican farmers account for 8 percent of the country 's exports 
and help feed Africa and the world. Roughly twice the size 
of Texas, South Africa also can boast a first-world freeway 
system, world-class banking and telecommunications sys¬ 
tems, and a stock market that has attracted $41 billion in in¬ 
vestments from the U.S., according to government data. 

For those with money, living standards are high. If you look 
past the razor wire decorating every gate and fence around 
every house or apartment, the better parts of Johannesburg 
might remind you of Santa Monica ， Calif. Yet as the razor wire 
suggests, che Third World lurks around many corners. H your 
taxi ride from O.R. Tambo International Airport should take 
you through the township of Alexandria, you would see slums 
as squalid as any in Asia or Latin America. 

This tension between prosperity and the underclass* with 
its racial overtones, is the subtext of the Malcnia affair，and it 
has prompted a fear that South Africa's disenfranchised will 
one day elect a Mugabe-like strongman out of spite or impa¬ 
tience. In MeiviUe, a suburb of modest gated houses charac- 



“The chattering classes told us 
the country’s going into an abyss 9 
we’re going to collapse ， 
we are looking at a racial war. 

Well，nothing like that has happened” 
JR Landman, South African consultant 
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erized by a tourist Web site as Johannesburg's “most cosmo¬ 
politan village，，’JP Landman, the consultant, reflects on this 
as he pulls up a slide of South African economic data on his 
laptop. Landman, 54, is in Malema\s parlance a Boer, though 
he prefers Afrikaner，the name that South Africa’s Dutch set¬ 
tlers gave themselves to show fealty to the African land they 
came to love. 

Landman's politics couldn't be further from the white sep¬ 
aratist views of Terre 1 Blanche, hi the uncertain years before 
Mandela came to power. Landman and a majority of Afrikan¬ 
ers sided with the liberal wing of the National Party led by 
South Africa’s last white President, FAV. DeKkrk. DeKlerk's 
jab, in retrospect, was to negotiate the surrender of white 
power on as favorable and peaceable terms as possible. His 
negotiating partner was Mandela ； both men won the Nobel 
Prize for peace in 1993. 

My visit to Landman takes place two weeks after Terre’- 
Glanche^ murder and a week after Zuma scolded Malcma 
over his incendiary comments. "There was a rime, 31 Landman 
muses，“when an ambulance appeared before Parliament and 
the rand collapsed because people thought something had 
happened to Mr. Mandela.” Now come Terre ， Blanche’s death 
and Ma!ema f s provocations, “and the chattering classes told 
us the country's going into an abyss, we’re going to collapses 
we are looking at a racial war/ 3 he says. “Well，nothing like that 
has happened-k's complete nonsense.” 

For Landman, the relative calm in the aftermath of the 
Malema affair reflects the reality of the new South Africa. The 
country has built up a reservoir of ^social capital” that lets its 
citizenry absorb such shocks through spirited and even in¬ 
dignant discourse without violence* The explanation for the 
buildup of social capital is simple ： “Cash flow” is the larger 
story of the South African economy's unblemished growth, 
says Landman. Even factoring in the 2009 recession, “per 
capita income still increased from 1994 to 2009 by about 
27 percent； 3 he says. “There is no question that the country is 
much richer than it was at the beginning of our democracy.” 

A November 2008 study by the Bureau of Market Research 
at the University of South Africa reported that the nation's 
black middle class, which had numbered in the low thousands 
in 1994, had swelled to 9.3 million by 2007, up more than a 
third over 2001 levels. The study defined middle-class as those 
16 years and older with incomes ranging from about $10,000 
to $18,000 a year-far above the South African average per 
capita income of $5,787 a year, meaning that millions of 
people have yet to cash in on democracy's economic prom¬ 
ise. "Have we done enough to curtail the expectations that 
people have? No J don’t think so/ 1 says Landman. “That 
people are for now disillusioned is absolutely true. But is 
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this an indication of South African failure? Absolutely not.” 

He adds: IS A million South Africans will tell you that our 
roads have deteriorated-and yes，they have. But we 3 ve built 
schools and clinics where we never had them before. Slowly, 
we f re doing what we have to do* H 

Venture into South African heart!and and you’ll gat an earful 

on Julius Maleaiia-and reminders that the nation's radaJ prog¬ 
ress depends more on a pragmatic black-white compact of 
mutual civility than on lofty ideals. Two hours by car south¬ 
east of Johannesburg, where the Califomia-quality N3 Motor¬ 
way meets a two-lane blacktop highway called R34, a stretch 
of spectacularly deteriorated road begins to show itself. This 
is the Highveld country of the South African province called 
the Free State ： rolling rangelands, checkerboard cornfields, 
table-topped granite outcrops that look like the backdrop for 
a Clint Eastwood western. At one hi^itop rise in the road ， 
a herd of imposing white-faced, red Hcrefords graze under 
what is now a fall sun. GeoJogically, this big-sky land seems 
an odd cross between Kansas and West Texas hill country. 
Politically, it's the Deep South, a former bastion of the hard 
right of the Afrikaner political spectrum. About 30 miles east, 
dodging potholes that sometimes consume an entire lane, 
you come to the village of Vrede, a town that mirrors South 
Africa's larger story m many ways. 

Pronounced FREAR-duh, the town of about 2,500 takes its 
name from the Afrikaans word for “peace，When I was last 
here 18 years ago ? Vrede was segregated, its merchant class 
entirely white. About 18,000 blades lived blocks away in the 
ramshackle township ofThcmbalihlc, which, like most black 
townships then，existed without electricity, plumbing, or run¬ 
ning water. With change in the bat, Thembalihle's blacks, led 
by a young ANC agitator named Bheki Radebe, had hunched 
a series of crippling boycotts against Vrede merchants-who 
had come to depend on black trade-as they fought for ser- 
viccs，the right to swim in the town pool, and an end to hous¬ 
ing segregation. 

The mood was at rnrns tense and ugiy, and grudgingly op- 
rimistic. Carel van den Heever, an Afrikaner merchant and en¬ 
trepreneur who had invested much of his savings in a tour¬ 
ist lodge on a nearby lake, had bluntly put the aspirations of 
changc-mindcd whites in perspective. The alternative was “a 
race waC he said at the time. “Blacks and wliites can coexist 
here. We must—or eke. n 

No race war came to Vrede. Instead, by key measurements- 
growth of a black middle class and a boom in the area farm 
economy-Vrcde has prospered. The town's business district 
rises up along 10 blocks of Church Street, anchored at one end 
by a 19th century Dutch Reform sandstone church and a hand¬ 
some white-and-green-roofed commercial building ， construct¬ 
ed in the historic Cape Dutch style，that holds a sweets shop, a 
diner, and a grocery store. Many shop signs arc still in AlnScaans s 
the antique Dutch spoken by those of Afrikaner descent. 

On the open-air patio of a coffee shop，Pamela Rinke ? an Af¬ 
rikaner widow who owns an 850-acre cattle farm a few miles 
(toui town, says she vividly remembers the boycott years and 
is thankful they are long past. "Everything is all right in this 
area-we are all safe here，” she says. “Well，watch the potholes. 
The roads are full of them. 13 

The town, in her opinion, has home its change with 
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dignity. Most of the stores that were around in 1992 are still in 
business. The complexion has changed, however. Blacks, Indi¬ 
ans, and Pakistanis own some of the stores and work in others. 
In Vredc's most popular bar, I saw three black workers from 
a nearby pipeline project flirting with an Afrikaner waitress-a 
scene uniniaginable in 1992* For Rinkc% who grew up in Zimba¬ 
bwe but has lived here since J98I, the lessons of the past are that 
race relations need not be a lovefest so long as there is civility. 

“ What [ learned was to keep quiet，greet everyone, be friend¬ 
ly to everyone. That's the main thing/' she says. Although she 
now lives in town and her son runs the fkrm，where they keep 
350 head of beef cattle% " f the farmers are doing quite well.” She 
adds ： “There are some very rich farmers here.” A government 
report shows that gross annual farm income nearly quadrupled 
from 1993 to 2007, to more than $11 billion. 

On a sidewalk up the streets jabu Lephoto interrupts his con¬ 
versation with Norah Radebc% a clerk at a convenience store, to 
provide a slightly diiFerent take on Vredc farm life. The 28-year- 
old from ThembaJihle works seven days a week as a ranch hand 
on a 370-acre cattle and sheep farm, getting a day off every 
other week. He earns 1,300 rand a month-aboot $i90-bot gets 
room and board. "Think of me as a cowboy/' he says. 

He was 10 when Thembalifile erupted in protests. He T s 
gratdlil that it did, “Things arc better for me，” he says. “I think 
there has been progress.” The owner ofhis farm is a white man 
from Pretoria, fi He treats me with respect；' Lephoto says. "He 
knows that when Jabu is on the Farm, everything is right. I can 
arrange everything-planting, stock ， herding, everything/' 

Lephoto says he has a plan-wdl, a dream, “I love to farm，” 
he says. f Tm good at it. If I could do anything，I would be the 
boss of my own farm.” 

When t track down Carel van den Heever, [ ftnd him physi¬ 
cally diminished from our meeting all those years ago. Once a 
smoker, he 3 s now battling emphysema-he keeps oxygen bot¬ 
tles in Ms Mercedes-Benz station wagon, his bedroom, and his 
living room to help him through the bad spells, although he 
stiil speaks with the robust flourishes of the Afrikaner pitch¬ 
man that he is at heart. 

His resort burned down in 1994—an unsolved arson，“but it 
wasn't about race；' he says. He was unable to rebuild. Later he 

Eberhard and Young subsrdtze 

Mlungu family’s ediication 




Soccer City, a super-stadium 
renovated for the World Cop 

bought a cattle farm while continuing to unwind the real estate 
holdings that were part of his resort 

He has since sold the farm and his roomy house in town ， 
moved into a smaller flat on a quiet street, and at age 73 has 
decided more or less to retire. Trading antique and collector 
cars keeps him busy. He's done well enough to buy ail apart¬ 
ment on the coast where he and his wife will winter. Despite his 
personal troubles, van den Heever remains optimistic about 
South Africa-as long as tlie Malemas and the Terre 7 Blanches 
remain marginalized. “If you think about them/ 5 he says, “they 
are the same people — always agitating. Most blacks and whites 
want to live together in peace/" 

“1 was an optimist then, and it worked out that way 广 van den 
Heever continues. He gestures toward his garden blooming with 
early fall rases. “Who lives there?" he says，pointing beyond a 
fence. " e A black detective. Right opposite, a lady black dentist. 
Two more blacks live nearby. Here we are，living together" 
“Do you remember Bheki Radebe, the ANC guy who was rais¬ 
ing hell back then?” he continues* “Why，he became a Member 
of Parliament. He lives a block from me. We T re friends now 广 
Van den Heever stops, as if this history is startling even to him. 
Two years ago, when van den Hccvcr's son died unexpectedly, 
“Bheki came from Pretoria especially to see me, he says, 
l later track down Radcbe by e-mail. He replies ： "I am 
moved by the fact that you visited Vrede and saw all the chal¬ 
lenges we are still facing and the way we a trying to resolve 
them. It is true that we are experiencing a high degree of 
racial harmony, which is built on genuine respect of each 
other and the fact that we have a shared future which must 
be protected at all cost. K 

Cape Town is the esthetic star of South Africa—imagine 

moving the natural granite monuments of Yosemite National 
Park into the city limits of San Francisco and perching them at 
just the right angle above the sea. 
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Follow the road south, winding around the west side of 
fabled Table Mountain, and about 12 miles later you come to 
the residential community ofHouf Bay. A hairpin local highway 
wends up the mountains, eventually leading to the gated house 
ofRolfe Eberhard and Sandy Young. Almost ail whites in South 
Africa live behind gates, as do well-to-do blacks. 

Eberhard, 47, and Young, 41, are multigenerational South 
Africans of Swiss and English descent. Both have doctorates, 
He J s an infrastructure consultant, she teaches literature at the 
University of Cape Town, hi college they were active in anti- 
apartheid student movements. They both voted for Mandela in 
the historic 1994 elecrions. Aside from J997 to 2000, when they 
lived in New York City, where Young began a dissertation on 
colonial literature as a Fulbright Scholar，they have spent their 
lives in South Africa* They arc 1 raising their children, Annekc, 
10, and Luke, 6 } here. 

The couple is thoroughly conversant in South Africa’s 
challenges ： crime, poor schools, a recent outbreak of anti¬ 
immigrant violence* political corruption. They recount head¬ 
lines about black students outside of Cape Town who went 
on strike because their class size of 60-plus prevented anyone 
from learning anything, “[t can be discouraging at times/' 
says Eberhard. 

They also know that somewhere be¬ 
tween 500,000 and 1 million white South 
Africans, depending on whose statistics 
you bdicvej now live in Britain. Some have 
gone seeking opportunity ； others have fled 
what Young calls “the more difficult as- 
pecLs of being a young democracy ■” Crime 
is high on that list. The U,S. State Dept. 
stiU ranks South Africa as among the most 
crime-ridden nations on the African conti¬ 
nent, reporting that it has “the highest inci¬ 
dence of reported rape in the world, 13 
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Anecdotally, this outflow has slowed in recent years, 
though young professional whites are still leaving South Africa 
at a higher rate than they are returning. One impact has been 
a management shortage. “Think about it this way" says Allen 
Sharddow, a Johannesburg busmessman: u If just 100,000 of 
chese expatriates, college-educated, between the ages of 35 
and 45, returned, that’s the backbone of the management level 
of your economy: 

Young and Eberhard are often asked by foreign visitors why 
they stay. Out their window, beyond a garden that covers a 
couple of acres, the mountains well up in gossamer light. 
Hiking and biking trails start near their backyard and run 
for miles through a vast green space that is part of the Table 
Mountain wilderness. The ocean lies two miles east, and South 
Africa's storied wine country is half an hour west by car. “This 
is a beautiful country, 3 ' says Young* “We live that. We are Into 
the mountains，trail rumimg and hiking. It infuses the sou]* 1 
never get tired of it.” 

Between them, Young and Eberhard earn about $200,000 
a year, allowing them to afford a comfortable lifestyle ： a mort- 
gage, private schools for their children, two serviceable if aging 
cars, in-country annual vacations, and a full-time housekeep¬ 
er. '"Anyplace else we move, and the economics of this just 
don't make sense " says Young. 

A deeper bond, however，is a refrain! heard over and over 
among white South Africans of a certain sensibility. As Shard- 
e]ow, the Johannesburg bminessman, put it to me over lunch 
one day: "Where else can you contribute to the influence and 
growth of a nation in all aspects-economic, social, and politi- 
caJ-by evciy single action that you do every day?" 

For Young and Eberhard, thf$ leads to an urge to give back. 

Even as they resisted apartheid, “we benefited enormously 
from apartheid educational policies " as did all white South 
Africans, Young says. They went to good, inexpensive public 
schools that prepared them For college and qualified them for 
scholarships. Blacks, meanwhile, were dumped into inferior 
public schools whose mission during apartheid was to teach 
them to be servants. Even when barriers fell，few blacks came 
out of that system ready for university. 

For that reason. Young and Eberhard have been helping 
to raise 60,000 rand—about $S,500—every year since 2003 to 
support the educational ambitions of Pumeza Mlungu, their 
former housekeeper, and her two sons, Aphiwe, 12, and Anda T 
11. Pumeza, 34, who came to them from the impoverished ram¬ 
parts of the Eastern Cape unable to speak English, has since 
gone on to receive a high school equivalency diploma and last 
year obtained a Montessori teaching certificate. The Mlungus 
have moved to the leafy-and safe—southern Cape Town suburb 
of Kenilworth. She's now employed full-time as a teacher's aide 
while her sons go to a nearby Catholic school. Both, she says, 
are thriving at academics and athletics. 

Ask her about the South African economy and she first 
will volunteer that Julius Malema does not speak for her. In¬ 
stead, she sees a once unimaginable horizon-a bridge to South 
Africa's growing black middle class and perhaps beyond. 
"Anda is going to play soccer for South Africa, and Aphiwe 
wants to be an engineer" she says. "These are things that 
1 think are possible that I never thought possible before , ❾ 
— Nasreen Seria contributed to this article. 
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■ irst of all, I like to work； 1 says jon S, Cor- 
zine, in his new office on Fifth Avenue in 
Manhattan, explaining why he took the 
job as chief executive officer and chair- 
man at a Jittlc-known derivatives trading 
firm called MF Global. ^Second, I have 
generally worked in large institutions where I didn’t have the 
same entrepreneurial opportunity that MF provides. It may not 
be a startup, but if you have a long-term view of building a com¬ 
petitive financial institution of excellence, this is an extraordi¬ 
nary vehicle to try and get at that opportunity. It's m the part 
of the world that [ have same experience and knowledge of s so 
]don't feel uncomfortable...： 1 Corzine pauses, then adds, “A 
little dated, butwe T ll get caught up: 

Two of the last three jobs Corzine held did not end well for 
him. As chairman of Goldman Sachs in the late 1990s he lost a 
power struggle with his co-CEO, Henry Paulson* He rebounded 
with a successful, self-financed bid for the U.S. Senate from New 
Jersey and quickly established himself as a major Democratic 
rainmaker before leaving to run for governor. Helping the state 
dig out of a fiscal hole was to be his legacy, but budget problems 
only deepened in a bitter ftrst term, and he lost last November, 
tripped up by Republican challenger Chris Christie. 

Now Corzine, 63 ? k trying to steady his career by remaking 
MF Global. The 3,200-strong firm, recently beset by a trading 
scandal and bad luck, specializes in options and liitures, which 
Allan 2avarro, the former global head of futures trading for ABN 
Amro Bank, describes as bastard stepchild It's a coup for MF 
to get a guy of that quality who wants the job. 31 

Corzinc received a signing bonus of $1—5 million and will 
get the same amount in annual salary，with a bonus target of 
$3 million. For a man who left Goldman Sachs with a fortune 
estimated at over $400 million and then spent $134 million of 
it on politics, money matters .把 does the opportunity to play 
the savior and redefine his legacy. “He dearly wants to be re¬ 
membered for soinediing other than a frustrating time in New 
Jersey politics/' says Jeff Tittel, director afthe New Jersey Sierra 
Club, a former ally of Corvine , s. 

Corzine started as a bond trader at Gofdman in 1975, The work 

ethic he learned on his father's 120-acre bnn in Willey Station, 
Il] kJ helped push him to the front of his class, and by 198 只 he 
was co-head of the fixed income desk at the firm and was made 
partner. At his 25-year high school reunion, he ran into Wil¬ 
liam Summer，a friend since grade school . il ] remember asking 
liim if he did a lot of traveling, and I asked him if he learned 
any languages" says Sunimei, a San Diego-based financial ex¬ 
ecutive. "He said he spoke the language of money, and that’s 
all he needed/ 1 

Even as he climbed the ladder at Goldman, Corzine distin¬ 
guished himself as friendly and unassuming. “Everybody wants 
to be Jon’s friend" says Barry L, Zubrow, chief risk officer at 
JPMorgan Chase, who was chief administrative officer at Gold¬ 
man and served in Corzine’s Trenton administration. “He has a 
unique ability to make everyone fee3 like they are hjs best friends 
Among those he got along with well was current Goldman Sachs 
CEO Lloyd Blankfein. Corzine was ''absolutely part ofBiankfdn's 
meteoric rise” within the company, says Janet Hanson, a former 
co-head of money-market sales in New York at Goldman. 

When Corzine ascended to chairman in 1994, Goldman was 


m the throes of a panic the likes of which it has rarely experi¬ 
enced in its 141-year history. That spring the firm had suffered a 
$300 million trading loss, and when Chairman Stephen Fried¬ 
man left, more than 30 partners departed as well. "Corzine 
could uniquely assure people that Friedman's exit wasn’t in¬ 
dicative of larger failures to corne r says Noreen Harrington, 
who joined the firm as a trader in 1987 and became a managing 
director (she left in 2002), 

After stabilizing the firm, Corzine positioned Goldman as a 
leader in market advisory and underwriting, leading to a cen¬ 
tral role in the $38 billion marriage of Chrysler and Daimler- 
Benz. Deals like that helped Goldman rack up $3 billion in prof¬ 
its in 1997. in June 1998, Goldman announced it would be going 
public, an epochal event in the history of Wall Street, Corzine, 
however, wouldn't be around to see it happen. In August a 
hedge fund called Long-Term Capital Management began to 
unravel* exposing the financial system to di^stcr with lever¬ 
aged bets it couldn’t cover. Wall Street banks had to rescue the 
firm to avert a sell-off that might have taken them down too, 
and Corzine ended up committing $50 million more than his 
board had authorized. Making matters worse, Goldman had 
more than $1 billion worth of losses on bets similar to LTCM's. 
"The Josses in trading gave partners fodder to help push out 
■fun，” says Harrington. “They saw trading as far too risky/" 

In September, Goldman announced that the initial public 
offering was off. Meanwhile tensions were mounting between 
Corzine and his No. 2, Paulson. In May 1998, Corzine floated 
the idea that the two join forces as co-CEOs, a proposal Paulson 
dcctiptcd. But the two could not co-cxist at the top. “They wt^rc 
polar opposites in so many ways/* says Harrington. H Paulson 
likes fly fishing and watching birds, and Corzine likes basketball 
and downhill skiing. If Jon said black, Paulson said white." 

In his recent memoir. On the Brink, Paulson writes ： t5 [ con¬ 
cluded I could not continue to work with Jon as co-CEO. L se¬ 
cured the support of our management committee,, and in early 
January 1999, Corzine’s friend and protege jahn Thain, then 
our CFO, went to talk with him. Then I followed and told Jon 
that he would need to step aside. 'Hank/ I remember him 
saying, *1 underestimated you. I didn't know you were such a 
tough guy" 1 Paulson didn't respond to calls. 

While Corzine was on a family ski vacation in Colorado, 
the committee stripped him of his co-CEO title. Goldman an¬ 
nounced his departure on Jan. 1I ? 1999, and the bank went 
public four months later, raising ^3.66 billion. 

“[think it T s fair to say he was really hurt by it，but look what 
he went on to do； 3 says Hanson. just dusted himself off, 
and said, O.K.，next thing.” 

A month after walking out the door at Goldman Sachs for 

the last time，Corzine announced he was running for the US. 
Senate from New jersey; at the time, he and his wife owned a 
house in Summit, where they had raised their three children. 
He spent $62 million of his own money to defeat the Republi¬ 
can candidate. Representative Robert D, Franks, and in Janu- 
ary 2000 started life as an elected official. 

Corzine's WaH Street canncctions were valuable to the Dem¬ 
ocratic Party, and he was tapped m December 2002 to head 
the Democratic Senatorial Campaign Comuiittee ? which spent 
$88.3 million to win the Senate back from Republicans in 2004. 
Corzine’s effort netted one seat ： Barack Obama from Illinois, 



a£ 



£L 


5 




Clockwise from topi Goldman co-CEOsCorzine and Paulson m 
1993; after winning the New Jersey Democratic Senate primary ， 
with then-wrfe T Joanrte, and son Joshua, 2000; the governor's 
inaugural 2006; at Newark P&nn Statian, brandishing a biil 
signed into faw providing development money to the state，2003 

Corzine didn't stay in the Senate long. Already in his Mies, 
he says he was too impatient to play the seniority game and 
leapt at the chance to grab executive powers. After James E. 
McGreevey s s midterm resignation, Corzine successfully ran for 
governor—this time spending $43 million in personal ftmds—and 
vowing to use his Wall Street experience to repair the state's fi¬ 
nances. He scored some wins fora self-described Sixties liberal, 
adding children to state-run health-care programs, expanding 
access to preschool, leading the effort fora family-leave law, and 
abolishing the death penalty. It was tliu missteps that stuck with 
voters, according to New Jersey Senate President Stephen M. 
Sweeney, particularly Corzine’s proposal to pay down the state 
debt largely by raising highway tolls 800 percent. Commuters 
hated the idea. Determined to persuade voters of his logic，he 
scheduled public forums in each of the state's 21 counties ， com¬ 
plete with a 40-minute slide show. "That was like wearing a sign 
on his back that says 'Kjck me 7 21 times；says Sweeney* "jon 7 s 
one big struggle was that he was looking at tilings through a busi¬ 
ness mind rather than politically. You have to look at the realities 
of government and what you can get done，then come up with 
the best plan you can. At times，he just didn't get \tr 

Even Fellow Democrats had difficulty relating to Corzine. 
“When you were talking to him about New Jersey politics, you 
had to reach him somerimes through the glaze, says Robert G. 
Torricelli, former VS. Senator from New jersey, '1 don't think he 
emotionally or intellectually ever flilly left the finandal world " 
His personal life became an issue, too. In the midst of his 
run for governor, his ex-wife joanne famously said ： u jon did Jet 
his family down, and hell probably Newjersey down, too" 
Then, while governor, Corzine refused Republican demands 
that he make public e-mail exchanges he had with Carla Katz, a 
state-employees union official whom he had previously dated. 
They weren’t romantically involved by the time he becaine 
governor, but during his term the media reported that he had 
given her millions of dollars in a settlement tliat formally ended 
their relationship, “Here in the state people would say he T s a 
multi-millionaire who bought a U.S. Senate seat, the governor¬ 
ship, and threw millions of dollars at a girlfriend, 11 says Richard 
_!• Codey, former president of the New Jersey Senate, “It's hard 
to daw your way back from thatf 

His tenure as governor was further hindered when he 
cracked eleven ribs and broke his leg and sternum in a car ac¬ 
cident* He wam’t wearing a seat bek. 

The New Jersey budget deficit stood at a record $8 billion 
when voters ousted him in 2009. Corzine left with a 58 per¬ 
cent disapproval rating, according to Fairleigh Dickinson Uni- 
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versity T s PublicMind Poll, the highest ever in the state for a de¬ 
parting governor, 

Corzine speaks now of h?s potltical career as if it happened to 

someone else. There 1 is no perceptible emotion in his voice and 
no sense of grievance. “The argument that people in public life 
never get anything done and don’t actually confront real prob¬ 
lems is one that has occasional merit； 1 he says, “and when you 
do confront problems and take them on, people might argue 
you are too aggressive, tone deaf，or out of touch. If you have 
a state that is deep in debt, it should continue to invest in the 
education of its children and its infrastructure but take on its 
financial shortcomings. Sometimes just doing what is comfort¬ 
able and tone sensitive might not be the best plan.” 

He professes pride at what he accomplished as governor and 
some regret that those accomplishments have been obscured. 
“Tt’s dear that [ could not develop a popular mandate around 
the toll plan, and it became very easy to make that into a basis of 
assessing my whole tenure；" he says. “There were a lot of other 
good things which people might not be focused on. We had a 
child welfare system that was broken. I could go on 尸 

The situation at MF Global promises plenty of fresh liead- 
aches. The firm was spun off from Man Group in an initial public 
oftering in 2007 on the same day that two Bear Stearns hedge 
funds collapsed. Seven niorjths later, MF Global disclosed that 
a trader in Memphis, since indicted on criminal charges，had 
lost $14L5 million on unauthorized bets on wheat futures, and 
the stock sank 28 percent in a day. Profits were squeezed last 
year by d drop in trading volume, and shares, which topped $30 
at the end of 2007, arc stuck this year around $7, The private- 
equity firm JC Flowers, run by Cliris Flowers, an old friend from 
Goldman Sachs^ bought a $150 million minority stake in the firm 
in 200S. The next year, MF Global started an application for a 
primary dealer license, which would enable it to trade direct¬ 
ly with the Federal Reserve. This is a ticket to a dub whose 18 
members include Goldman, Citigroup, and Bank of America and 
put the firm in position to attract a leader with big-league Wal! 
Street credentials, like Corzine. News of his appointment as CEO 
in March, which included his installation as an operating partner 
atJC Flowers, sent shares up 10.4 percent in a single day. “The 
market sees him as a transformational leader 广 says Ed Ditmire, 
an analyst with Macquarie Group in New York. 

Some analysts doubt that Corzine, 1! years removed from 
Wall Street, can pull off the massive rescue MF Global needs, in¬ 
cluding salvaging its damaged reputation and recruiting talent 
in a very competitive environiiient. tt Wc have no evidence that 
when a Goldman Sachs star leaves, they take the Midas touch 
with them^ says Robert Brusca, president of Fact & Opinion 
Economics and former chief of the New York Fed's Internation¬ 
al Financial Markets Division. “It shows MF Global has a com- 
mimient to growth, but it's like a basketball team that brings 
in one high-paid coach. While that might help, Ws going to be 
the team，not the coach，that leads to a successful season. 1 am 
skeptical of what Corzine can reasonably deliver. 13 

Being underestimated is nothing new to Corzine，say his 
friends, part of what motivates him. Wh^n he announced 
his bid for the Senate, says Daniel Neidich, co-CEO of Dune 
Capital Management, *i had senior Wall Street guys say that 
he had so little chance of winning that they were embarrassed 
for him. And then he went and won.” ® 
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From New York to Dublin, throug h 
Amsterdam to Bermuda—how one 
pharmaceutical company avoids a third 
of its U.S. income taxes by moving 
its money around the world 

By Jesse Drucker 
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W ith a swipe of his debit card in a Phoenix pharma¬ 
cy, Tyler Hurst bought a $99 bottle of Lexapro and 
kicked off a 9,400-mile odyssey of international 
corporate tax avoidance. Each stop along the way-an indus¬ 
trial park in Dublin, a skyscraper in Amsterdam, a palm-shad- 
cd law office in Bermuda-helps the medicine's maker. Forest 
Laboratories，cut its income tax bill. Although all of Forests 
Lcxapro sales are in the US .，the company moves profits gen¬ 
erated by the world's third-best-selling antidepressant from 
subsidiary to subsidiary overseas, exploiting tax advantages 
in multiple countries. The technique, known as transfer pric¬ 
ing, reduced Forest's net U.S. tax bill by more than a third in 
2009, according to the company’s annual report. 

Forest declined to discuss its transfer-pricing techniques. 
Nor would it say how much it made from the $99 that the 
Phoenix ciLstomer paid for his month's supply of Lexapro* For 
top-selling prescription drugs, the retailer would keep about 
$12, and $2 would go to a wholesaler, says Hdenc Wolk, an an¬ 
alyst at Sanford C. Bernstein in New York. The remaining $85, 
she says, would go to Forest. Since its debut in 2002, Lexa- 
pro has generated $1 ： 1S billion in sales for Forest, according 
to analyst Gary Nachman ofLeerlnk Swann in New York. The 
drug accounted For 58 percent of Forest's sales for the fiscal 
year that ended on Mar. 31. 

Thousands of other companies, from Oracle to Eli Lilly to 
Pfizer, also legally avoid some income taxes by using transfer 
pricing, typically converting sales in one country to paper prof¬ 
its in another, often a place where they have few employees 
or actual .sales* GlaxoSmithKline, the VACs largest dnigmakcr, 
settled a transfer-pricing case with the U.S* in 2006 for $3.4 bil¬ 
lion, Since December, the IRS and the Justice Dept, have lost 
two such cases against Silicon Valley companies ： a $24,3 mil¬ 
lion dispute with cliipmaker Xilinx and a $545 million battle 
with software maker Symantec. 

In February the Obama Administration, which faces a pro¬ 
jected budget deficit of $1.5 triJlion this year, said it would 
target some transfer-pricing techniques as part of a crack¬ 
down intended to raise $12 billion a year over the coming 
decade. That’s one-fifth of the estimated $60 billion in US* 
tax revenue lost to transfer pricing each year, according to 
a study by Kimberly A. Clausing，an economics professor 
at Reed College in Portland, Ore. By 2009, U_S. companies 
amassed at least $1 trillion in foreign profits not taxed m the 
U.S., according to data compiled by Bloomberg. That cumula¬ 
tive figure, based on filings by 135 companies, has increased 
from $590 billion in 2006 , up 70 percent. Part of the increase 
is the result of growing sales abroad ； much of it springs from 
expanded use of transfer pricing, says Martin Sullivan, a tax 
economist and writer who has worked for the Treasury Dept, 
and Arthur Andersen. 

Senator Carl Levin {D-Mich，X the chairman of the Senate 
Permanent Subcommittee on Investigations, calls transfer 
pricing "the corporate equivalent of the secret offshore ac¬ 
counts of individual tax dodgers " Senator Byron Dorgan 
(D-RD.) calls for scrapping the IRS rules that allow this "un¬ 
believable scandal.” Enforcement of these rules, according 
to Dorgan, is impossible. It’s the equivalent of asking the In¬ 
ternal Revenue Service to connect the ends of two different 
plates of spaghetti. T, 


It's about 2 } 100 miles from Phoenix to Forest's corporate 

headquarters on Third Avenue in New York. Those headquar¬ 
ters arc the first stop for the estimated $85 the company took 
in from that Lexapro purchase in Phoenix, though definitely 
not the last. Next the money moves 3,200 miles east to Ire¬ 
land, where workers in lab coats and goggles make and test 
Lexapro in a low-slung factory near a soccer field on Dub¬ 
lin's north side. A rock the size of a Smart car rests beside 
the parking lot，inscribed with one word in bright blue let¬ 
ters ： Forest. 

This subsidiary-called Forest Laboratories Ireland—sells 
Lexapro to its U.S. parent, according to Dan L. Goldwasser, 1 
a Forest board member and attorney with Veddcr Price in 
New York, This transaction is at the heart of transfer pricing. 

With each tablet Forest buys from its Irish subsidiary, it shifts 
profits co Ireland, where corporate income is taxed at rates 
of 10 percent to 12,5 percent, compared with 35 percent in 
the U.S. “Part of the object is to generate some of the profit 
in Ireland / 1 Goldwasser says. The company won’t disclose 
what it pays the Irish subsidiary for Lexapro or other medi-' 
cations made there. 

Forest's Irish operation employs about 5 percent of the com¬ 
pany's 5,200 workers, yet it reported $2.5 billion in sales during 
fiscal 2009-equal to about 70 percent of Forest’s $3.6 billion | 
in net sales. Lexapro alone generated $2.3 billion in revenue 
in 2009, according to company filings. Scores of U.S. pharma 
and tech companies have set up similar operations m Ireland, 03 
lured by an educated workforce, access to European markets, l 
and law taxes, says Alan Mahon, a spokesman for the Irish Fi¬ 
nance Dept, "Ireland's 12.5 percent corporation tax rate has 
become an international ‘brand /’ 1 he says. 

[n 2007 the IRS challenged Forest’s transfer pricing, 
daiming the company didn't adequately value its U.S. mar¬ 
keting operations and thus allocated too much profit to its 
low-tax Irish subsidiary, according to a person familiar with I 
the matter who asked not to be identified because he wasn't I 
authorized to discuss it publicly. The dispute involved prof¬ 
its from another antidepressant, Celexa, in 2002 and 2003, 
according to the person and SEC filings by Forest. The IRS 
sought an additional $206.7 million in 【 axes, according to 
the company's disclosures, hi November, Forest said it had 
agreed to pay an undisclosed amount that “did not have a ma- 1 
terial impact” on its results. 

By the time the IRS went after Forest for its tax treatment 

of Celexa, the company had found a way to further reduce its 
(rish income taxes-by sending most of its profits on a 3,200- 
iiiiIg trip from Ireland to Bemiuda* 

On advice from Ernst & Young, Forest Laboratories Ire-, 
land reorganized in 2005, dropping Ireland from its name. 

The newly dubbed Forest Laboratories Holdings established 
a registered office in Hamilton, Bermuda, and declared the 
island as its tax residence. This unit took control of licens¬ 
ing the patents, 

A second Irish subsidiary inherited the old name, ft han¬ 
dled the manufacturing and sublicensed the rights to the pat¬ 
ents, according to a corporate disclosure and an internal Forest 
flow chart tracing the arrangement that was reviewed by 
Bloomberg News. Inter national tax planners have a nick- 
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Lexapro’s Long, Strange Trip 



- ProJit Flow 

…… Lexapro Pills 

- PaienL License 

Payment 


L Phoenix 

Tyler Hurst purchases a 
prescription of Lexapro 
for $99 at a Phoenix 
Walgreens. The money 
headseasu 


4. Amsterdam 

For^t avoids a 
20 percent Irish 
withholding Lax on 
payirufius il sends to 
Bermuda by lirsL paying 
another subsidiary, 
Forest Finance in the 
Netherlands, Forest 
Finance then pays the 
odice in Bermuda. 

By going to anoi her 
European Union 
menilier state hrst, 
the withholding tax is 
avoided. 


2* New York 

Forest Laboratories, 
the maker of Lexapro, 
is headquarLered in 
New York City. While 
all or the company's 
sales of Lexapro are m 
the U.S., most ol'the 
profits end up with an 
Irish subsidiary. The 
pi】】s are purchased from 
the Irish subsidiary and 
disiributed ihroughoui 
the US, 


3, Dublin 

A subsidiary called 
Forest Laboratories 
Ireland mamifacLiires 
and sells [iexapra to its 
US. parent. This lets 
Forest legally shift most 
pro fils from the U.S. to 
Ireland, avoiding a 35 
percent US. corporate 
income tax. To reduce 
its tax bill even ftircher, 
the mamjlacturing unit’s? 
corporate cousin, Forest 
Laboratories Holdings, 
registered an office in 
Hamilton, Bermuda, 
declaring vhe island its 
tax residence. 


5, Bermuda 

An Irish maniit'acLuring 
unit of Forest pays 
Lhe Bermuda oflice to 
sublicense Lexapro^ 
patents. Those 
payments move 
the taxable profits 
out of Ireland and 
into Bermuda. This 
maneuver helped cut 
Forests Irish income lax 
rate from 10.3 perccni 
ihe year beJareio 2.4 
percent the year after. 


Tax dollars that could 
be paid lo theUS, on 
pmliis generated by a 
product sold entirely in 
the US. are signilicaniJy 
reduced. Income taxes 
in Ireland are largely 
avoided. Ttdinically., ihe 
U.S. tajtes are deferred 
mui] the company 
brings the oitshore 
proiks back home to 
the US. Bui American 
companies rarely 
repatriate s^iificant 
portions of Lhat income. 


Bottom Line 



NeL redutriion in 
Forests U.S. ux bill 
in 2009 due to 
transfer pricing 

SOURCE ； FOREST 
LABORATORIES 
ANNUAL REPORT 


lexapro sales since Qii 
drug's 2002 dehuL 

SOURCE: ANALYST GA 
NACHMAN OF UE^^INK 
SWANN IN NEW YORK 


$ 13 . 8 . 


Cumulative total of foreign profits, tor 135 U.S. Forest’s share oJ reported 2009 
corporaLions, not taxed in Lhe C.S. Lhmugh 2009, 笳】部 were in (.he US, 
up 70 perc^i s ince 200G 

98% 
w I 25% 

j Forest's share ot reported 2009 

data compiBd by euooMBEHe gA 站 d pretax profits that were in the U.S. 


ON FILINGS BY 13& COMPANIES 


SOURCE: FOfiESt ANNUAL REPORT 
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name for this type of structure ： the Double Irish. The struc¬ 
ture helped Forest's Irish subsidiary cut its effective tax rate 
to 2A percent from 10 . percent the year before the reorgani¬ 
zation, according to its annual reports. It did so by deducting 
from its taxable income the fees that went to Bermuda, which 
has no corporate income tax. Ernst & Young declined to com¬ 
ment on its work for Forest. 

Forest's profits, however, don't fly directly from Ireland 
to Bermuda. To avoid yet another Irish tax, they first make a 
470-mile detour to Amsterdam. 

Fees paid to the Bermuda unit pass through another subsid¬ 
iary, Forest Finance BV in the Netlierlands, according to the in¬ 
ternal Forest document* Dutch corporate records, and a person 
familiar with the transaction- That route bypasses a 20 percent 
Irish withholding taxon certain royalties for patents, according 
to Richard Murphy, director of Tax Research, a British foren¬ 
sic accounting and research firm，who has worked on similar 
transaction. The structure takes advantage of an exemption 
on that tax if payments go to a company in another European 
Union member state- 

Forest established its Dutch company in july 200^, two 
months before Its Irish subsidiary got pemiission from Bermu¬ 
da regulators to conduct business. The Amsterdam unit operates 
largely as a conduit, records show. In 2007, Forest Finance col¬ 
lected $U9 billion in licensing income and paid out 99.6 percent 
of it in licensing expense, according to its annual report. The 
company lists its office at an Amsterdam building used by Fords 
Bank Nederland, a lender nationalized in 2008 by the Dutch gov¬ 
ernment. Forest has no employees there，said d receptionist at 
Intertrust, a business that manages financial records for com¬ 
panies, The receptionist wouldn't give her name. Intertrust was 
sold in January by Fords Bank to a private equity firm. 

The Netherlands Jias more than 13^000 such entities "es¬ 
tablished by foreign multinational corporations for the pur¬ 
pose of channeling financial assets from one country to an¬ 
other^ according to reports by the Dutch Central Bank, More 
than 12.3 trillion euros ($15,5 trillion) flowed in and out of 
them during 2008, the Dutch Central Bank said. 

Forest's income tax savings from international operations 
almost doubled after its 2005 reorganization. In fiscal year2007 
its effective tax rate dropped by 21,8 percentage points, or $155 
million, because of the effect of foreign operations, according 
to U.S. securities filings. In 2009 the international tax benefits 
lopped $183 million off Forest's federal income tax bilJ, and 
helped drive its effective tax rate down to 20*9 percent, com¬ 
pared to the federal statutory rate of 35 percent. The benefits 
boosted Forest’s net income in 2009 by 31 percent, according to 
an analysis ofits tax footnotes by Robert Willens, president of a 
consulting finn that advises investors on tax issues. 

Although Forest described its Bermuda office as the Irish sub- 
sidkry’s “principal place of business" in a 200S court filing, it 
has no employees on the island. The closest it comes to a pres¬ 
ence is its registered office at Milner House% a beige building nes¬ 
tled among the pastel structures of Hamilton, the island、main 
comm^rdal area. There，Cason Corporate Services, part of law 
firm C"ox Hallett Wilkinson, provides s< corpomte administrative 
services” for Forest Laboratories Holdings，according to Jean¬ 
nette Monk，the firm’s corporate administrator. Asked whether 
Forest had any employees there, she said，“This is a law firm.” 


Ws also the final port of call for about two-thirds of the 
profits Forest derived from sales of Lcxapro and its other 
drugs in 2009, U.S. corporations can avoid taxes on such 
overseas profits indefinitely, unless they decide to bring the 
earnings back home. 

The potential tax liability doesn't count against income in 
reports to sharelioldcrs, says Michelle Hanlon, an associate 
professor of accounting at Massachusetts Institute ofTcchnol- 
ogy J s Sloan School of Management. So lower taxes from earn¬ 
ings kept overseas go straight to the bottom line, she says, and 
U.S. companies rarely repatriate significant portions of that 
income. They are permitted to use the income m overseas 
operations or in certain investments, or to simply let it sit as 
cash in ai bank account, says Hanlon. 

An exception came in 2004 when Congress enacted a one¬ 
time break allowing companies to bring back their earnings at , 
an effective tax rate of 5.25 percent, less than one-sixth the top 
corporate rate. As a result, S43 corporations brought $362 bil¬ 
lion to the U.S., with $312 billion qualifying for the tax break, 
according to the IRS. Under the provision, Forest returned $1.2 
billion to the U,S. 

U.S. tax laws have sought to regulate various forms of trans¬ 
fer pricing since 1921. The Treasury Dept, issued reguklions 
limiting it in 1968, and thousands of pages have followed in the 
years since. The tax code was amended in 198G because of con¬ 
cern that companies were shifting profits from the U.S. None I 55 
of it eliminated aggressive transfer pricing. 

For U.S. regulators, the key questions are whether the i 4 
parent pays too much to its offshore subsidiary and whether 
the subsidiary in turn pays too Jittle to its U.S, parent Trea¬ 
sury regulatioiLS require “arm’s length 11 prices, or amounts that 
would be paid between unrelated parties. 

Those rules are "based on a fiction，” says Midiae] Q Durst ， 
special counsel at Steptoe & Johnson m Washington, who 
advised companies on transfer pricing for 15 years and has 
emerged as a vocal critic of the system. Many of the transac¬ 
tions between a U.S, parent and its offshore units would never 
take place between unrelated parties. Durst says. "'As a result 
of resting on this basic fallacy，” says Durst, “transfer-pricing 
rules have for many years been unenforceable / 1 

On Apr. 15 the IRS said it would add new agents, attor-, 
neys, and economists to ensure that companies are follow¬ 
ing the rules for transfer pricing. It is difficult to say wheth¬ 
er the offensive will have any effect on Forest, The IRS's 
goal is to flood the zone on a handful of big corporations- 
it’s not clear which- For now, at least, every time an Amer¬ 
ican walks out of a pharmacy with a bottle of Lexapro, 

Forest hunches another perfectly legal transatlantic journey 
of tax avoidance. 

“If fiuiltinationals cannot be prevented from shifting profits 
to low-tax jurisdictions, then ii becomes impossible to main¬ 
tain the domestic corporate tax base；' says Reuven S. Avi-Yo- 
nah, director of the international tax program at the University 
of Michigan Law School. If that bleeding can’t be stanched, he 
says, “we might as well abandon the income tax.” O 

-With Phillip Cruz, Dara Doyle, Fred Pals, Lisa Ropaport, 

Maty be th Sandeli Carey Sargent，Shelby Siegel^ and Mariijn 
van derStarre 





With the Chevy Vot 
L eaf hitting showrooWI 
the mass-produced electriST 
—a century-old dream—becomes 
a reality. So what are designers 
dreaming up next? 

By Richard McGill Murphy 


Emrtiy econ^ni' 


^H^IndustnaH 
^to California to Mai 
cs still favor internal com- 
of these designers can change 


E lectric car designers, TheNew York 
Times reported, '"have made great 
advances in the past few years.* 1 
That was written in 1911-the same 
year Thomas Edison announced a 
battery that could propel a car 60 
miles on a three-minute charge, A 
century later, we J rc still waiting for 
Edison's miracle battery, and electric vehicles still 
cover less ground for more money than their gaso¬ 
line-powered counterparts. 

Progress is finally - really - around the corner. By 
late next year six major auto manufacturers will be 
selling plug-in hybrid or all-electric vehicles. General 
Motors 7 Chevy Volt (expected sticker price ： $40,000 ， 
minus $7,500 in federal tax credits) will run For 40 
miles in all-electric mode before a gasoline-powered 
generator kicks in. its price is expected ta come down 
over time because GM Ls reducing shipping costs by 
movingbatteiy production kom South Korea to Michi¬ 
gan, and because of competition. When Nissan’s Leaf 
hatchback goes on saJe in December, the four-door, 
100-mile-per-charge car will list for around $32,500 
before tax credits, making it die most affordable full- 
size dettric vehicle yet. A price war could be just the 
thing to drive broader EV acceptance. 

For now, and until the inevitable consolidation 
takes hold, the EV market looks a lot like the auto 
industry in the days before the Model T, Without the 
economic and engineering constraints of mass pro¬ 
duction, dozens of small players arc coming up with 
freewheeling designs, from narrow one-seaters made 
to sndkc through traffic to a line of ， rechargeable, 
folding vehicles. The cars featured on these pages are 


that* U.S. gasoline prices may need to reach 
$6 a gallon before plug-in hybrids become cost-effec¬ 
tive, according to a 2008 study by Duke University's 
Center on Global Change. Public charging points are 
scarce，and 40% of U.S. consumers lack a charging 
station near their vehicle at home，the Government 
Accountability Office reported in June 2009. As for 
arguments about environmefital priorities, electric 
vehicles arc only as green as the plants that gener¬ 
ate their power. Nearly 70% of electricity in the U.S. 
grid comes from coal and natural gas, with only 
9 percent from renewable sources like hydro, solar ， 
and wind. “Electric cars are the Next Big Thing and 
always will be,” says Robert Bryce，author of Power 
Hungryi The Myths of “Green” Energy and the Real 
Fuels of the Future. 

Even skeptics like Bryce acknowledge that elec¬ 
tric vehicles make more economic sense in urban 
environments where speeds are low，distances 
short, and potential charging points plentiful. The 
case for electric mobility looks even stronger when 
you consider that half of humanity lives in cities 
and that urbanization is expected to accelerate in 
coming decades. Civilization may not declare in¬ 
dependence from petroleum this year or next, but 
with cars like these on the way, electric dreams are 
sweeter than ever. 


Sensible alternatives, 
out this year 

Chevy Volt 

Nissan Leaf 

Developed by; 

Developed by ： Nissan 

General Motors 

Expected release 

Expected rd 伫 ase 

date: Late 2010 

date: Late 2010 

Years in 

Years in 

development ： 4 

developmsrtt ： 4 

Social feature: 

Special feature: 

Laminated lithium-ion 

40-mile battery range 

battery pack 

supplemented by 

delivers estimated 

onboard gas generator 

100-mite range 

Number of 

Number of 

passengers ： 4 

passengers ： 5 

^ - 

_ 作一屬 > 
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Tango 


Developed by ： Commuter Cars 
Release date: July 2005 
(first car sold to George 
Clooney, 10 have been sold since) 

Years indevelopment; 10 
Special feature: Snakes through 
heavy traffic 

Number of passengers: 2 

A freeway-ready EV that goes from zero to 60 in 
less than four seconds and reaches a top speed of 
135 mph，the Tango is about the width of a Harlcy- 
Davidson. Inventor Rick Woodbury spent more 
than 10 years developing the Tango in his spare 
time while he ran a successful textbook business. 
Today, Commuter Cars has sold 11 vehicles for 
about $150,000 each. Prices will drop if the 
Tango enters mass production, but that requires 
significant capital. With $150 million in funding, 
Woodbury says he could build 30,000 cars 
over two years and sell them for $29,000 apiece 
with a 50% profit margin. 








May 17-May 23, 2010 

Bloomberg Busmessweek 



Zap Alias 

Developed by: Zap Electric Vehicles 

Years in development: 3 
Expected release date ： Late 2010 
Special feature ： Three wheels 
Numberof passengers: 3 

Since the early 1990s, Santa Rosa (Calif.)-based 
Zap Electric Vehicles has been distributing 
scooters, vans，and other specialty EVs from 
overseas manufacturers. The sleek, three-wheeled 
Alias，set for release later this year, will be Zap T s 
first original niodel. Zap claims it will go from zero 
to 60 in 7.8 seconds, with a top speed of more than 
75 mph and a range of 100 miles. Although Zap 
has promised EVs that didn’t materialize in the 
past, the Alias qualified for the third round of the 
2010 Progressive Insurance X-Prize, a $10 niillion 
competition for next-generation EVs. 


EN-V 




155" 


54.5" 74** 


Developed by ： General Motors, 

Segway Years in development ： 2 
Expected release date ： 2030 
Special feature ： Balances 
on two wheels ； zero turn radius. 

Number of passengers ： 2 

One-sixth the size of a conventional car, this twin- 
wheel, two-seat concept vehicle is powered by 
wheel-mounted electric motors that also serve 
as brakes. Jointly developed by GM and Segway, 
the EN-V (short for Electric Networked Vehicle) 
incorporates GPS-based wireless network 
technology and sensors to drive itself and avoid 
obstacles. GM unveiled the prototype at this year’s 
New York Auto Show but doesn't expect it to be 
cooimerciaHy available until 2030. 


會 
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Developed by: Italdesign Giugiaro 
for Malaysian automaker Proton 

Years in development: 5 + 

Special feature: Advanced 
plug-in hybrid dri vet rain from Lotus 
Engineering 

Expected release date: N/A 

(concept only) 

Number of passengers ： Four-seat 
hatchback, five-seat hatchback, 

3+1 seat for city driving 

Malaysian automaker Proton recently unveiled 
three concept cars based on the Lotus plug-in 
hybrid drivetrain. They include a three-door 
compact for city driving and four- and five-seat 



CityCar 

Developed by: Smart Cities 
Group, MIT Media Lab 

Years in development: 7 
Expected release date: 2013 
or beyond 

Special feature: Folding frame, 
omidirectional “robot wheels” 



Number of passengers ： 2 

This folding ， two-seat electric vehicle currently 
exists only as half-scale prototypes built by 
student researchers at MIT’s famed Media Lab. 

It folds because it has no central engine or power 
train; instead, electric motors housed in the 
wheels provide power and regenerative braking. 
Lead designer Bill Mitchell, an architect and 
urban planner who heads MIT's Smart Cities 
research team, sees a future in which “swarms” 
of CityCars travel together like birds or fish, 
automaticaHy positioning themselves at a set 
distance from their neighbors. 


hatchbacks. Proton has sold 3 million vehicles in 
Asian markets, and these cars could help green 
the Pacific Rim if they enter production. 
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Happening Now 



Recently awarded a prized investment grade rat¬ 
ing, Panama is shaking off its tax haven image 
and powering ahead as the business-friendly 
government transforms the country into a thriv¬ 
ing international investment hub. 

With an enviable strategic location at the heart of the Americas 
and home to the world’s most important marine route between 
the Pacific and Atlantic Oceans, Panama is a dynamic and de¬ 
veloped country with a diversified and transparent economy. 

Political and social stability combined with strong growth 
in key sectors like financial services and tourism have pro¬ 
pelled the ambitious country into the international spotlight. 

Despite the global downturn, Panama was one of the few 
nations in Latin and Central America to enjoy economic 
growth in 2009 , with GDP op 2 . 4 % year-on-year. This impres¬ 
sive rise amid turbulent conditions was a key factor in Panama 
being awarded an investment grade rating on its debt. 

In March 2010 , Fitch Ratings lifted the country’s credit rat¬ 
ing from BB-phis to BBB-minus in a move that saw it achieve 
the same investment grade status as the economic powerhous¬ 
es Mexico, Brazil, Chile and Peru, Highlighting ： the reasons for 
its decision，Fitch Ratings explained ： "The upgrade reflects a 
sustained improvement in public finances, underpinned by re¬ 
cent tax reforms, and the economy's resilience to the global fi¬ 
nancial crisis and associated recession/' 

The upgrade is certain to help Panama in its bid to secure 
a free trade agreement with the United States. The free trade 
agreement has been approved by Panamanian officials, but not 
by their U S. counterparts. The two countries share more than 
politicai and historical ties, with Panama using the U.S. dollar 
as its currency, and many U.S, companies locating their man¬ 
ufacturing bases and call centers there to take advantage of a 


range of fax and fiscal incentives. Foreign direct investment 
(FDI) opportunities exist across the entire spectrum of the 
predominaiitly service-based economy, with fiscal growth be¬ 
ing fueled further by the showcase Panama Canal expansion 
project. Due for completion in 2014 , the U.S.$ 5,3 billion project 
is expected to double the famous canal’s capacity, allowing it 
to accommodate even larger container ships and cruise liners. 

A former captain of retail and industry, President Ricardo 
Martinelli has been one of the driving forces behind Panama's 
impressive socioeconomic development, using his precious 
knowledge and skills in the role of Minister of Canal Affairs 
and Director of the Social Security Administration before be¬ 
ing elected President in July 2009 . 

As head of state in the country of 3.4 million people, Marti- 
nelii has been pushing through a series of major tax reforms 
and trade regulations that are strengthening Panama’s pro¬ 
business environment, laying the foundations for FDI, creat¬ 
ing jobs, and raising living standards* 

H Panama is now led by business people that understand the 
dynamic of doing business. This allows us to be flexible and 
enables us to adapt to change very quickly. The paradigm of 
our economy makes investing here comfortable,” he says. 

President Martinelli, who attended a leading university in 
the U.S. before embarking on his successful cai'eer, says his 
administration is investing heavily in a range of major new in¬ 
frastructure, including highways ， hospitals, hotels and con¬ 
vention centers. “This massive and aggressive infrastructure 
plan will promote our many competitive advantages/' he says. 
“Panama is a jewel that has been discovered by foreign inves¬ 
tors and we welcome them to a unique and marvelous coun¬ 
try that has a good quality of life, low inflation, an efficient and 
competitive econoiny, and wants to be the bridge to the world.” 

Spearheading the government's efforts to attract fresh 
FDI is Panama's Minister of Economy and Finance, Alberto 
Vailarino. The experienced banker is determined to bolster fis- 




Bridging Hie gap: Panama's modern, pro-business economy puts it ahead of other investment destinations in the region. 


caJ growth through a range of incentives and initiatives. Top of 
his agenda is the signing of double taxation deals with major 
countries that will ensure Panama’s removal from the Organi¬ 
zation for Economic Cooperation and Development's (OECD) 
so-called “gray list”. 

Tills positive move will ensure fresh FDI flows into the Cen¬ 
tral American country and Minister Vallarino highlights the 
energy, transport ， agricultural, financial services, tourism ， 
and construction sectors as areas for lucrative investments. 

“In recent years, Panama has experienced a great economic 
expansion and performed better than other countries in the re¬ 
gion, though we need to improve the distribution of wealth and 
dose the gap between rich and poor, says Minister Vallarino. 

The Panamanian government has now signed, or is close to 
signing, double taxation treaties with Mexico, Italy, Belgium, 
Barbados, and the Netherlands, while talks have been planned 
with finance chiefs from France, Chile, Japan, Spain, the Unit¬ 
ed Kingdom, Switzerland, Luxemburg, and Qatar. It has re¬ 
quested similar talks with non-OECD member countries, such 
as Israel, Singapore, and Hong Kong, as it looks to reinforce its 
growing international reputation. 

,T Panama now has investment grade status and actively 
signing free trade agreements with leading countries around 
the world. Through these agreements and our removal from 
the OECD gray-list, we will attract greater FDI, improve the 
economy, and achieve the aims set out in our five-year strategic 
plan,” Minister Vallarino says. 

“We are modernizing our tax system through reforms that 
will improve efficiency and collection levels. We are focused on 
improving the quality of life for all Panamanians so ourpubiic 
spending programs will concentrate on reducing poverty and 
raising the quality and availability of health and education fa¬ 
cilities and other services^ 

As Panama increases its presence on the international stage, 
leading non-governmental organizations and institutions such 


as the World Bank are offering their support and expertise, as 
well as low-cost loans. During her visit to the countr/s capital, 
Panama City, in July 2009 —during which she announced ad¬ 
ditional ftmding of U.S 』 1 S 0 million—the World Bank's Vice 
President for Latin America and the Caribbean, Pamela Cox, 
said ： "Panama is an important partner and we have come to 
reiterate the World Bank’s support to the government’s agenda 
and to discuss future cooperation strategies / 1 she commented* 
The World Bank was also among the organizers of this 
year’s “Panama: It's Happening Now T/ conference where the 
full range of FDI opportunities and challenges were show¬ 
cased and discussed by leading figures and industry experts. 

The government is proactively 
seeking international agreements and 
improving transparency to attract FDI. 

ALBERTO VALLARINO, JVHN+ OF ECONOMY & FINANCE 

As part of the government's long-term economic blueprint, 
officials plan to combine the expansion of the private sector 
with public spending works that, together, should create up to 
500,000 new jobs by 2020 . As a share of GDP, Panama’s cur¬ 
rent and future public investment in infrastructure is one of 
the highest in the region. Projects include schools, hospitals* 
houses, transport networks such as the new Metro system for 
Panama City, power stations, offices, and [CT networks. 

The administration is also focused on tourism, Panama 
will soon be a top luxury tourism destination as we showcase 
our unique natural beauty/' Vallarino says. “The perspectives 
for Panama are very positive, therefore we invite investors to 
come and invest. Panama is very open to investments / 1 


For further information, please contact: 
www.presidencia.gob.pa or www.rnef.gob.pa 
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Global Green Business Summit 

June 8, 201 0, Tuesday 
Shanghai World Financial Center 


The world continues to move toward a low-carbon economy, hut without 3 ^global deaP to define the rules 
of the road. The Great Energy Race is on, and different regions, nations and localities are deploying a wide 
variety of strategies to accelerate the transition and encourage sustainable behaviour. As a result, business 
leaders must navigate a global patchwork of standards, mandates and regulatory schemes. For the most 
nimble companies, this is the time to devise new strategies for ail emerging era of uncertainty and opportu¬ 
nity. Those that seize the moment will prosper; those that wait for a detailed rule book risk being left behind. 


At our second annual Global Green Business Summit, Bloomberg BusinessWeek and the China Enterprise 
Confederation will shine a spotlight on the smaitest strategies from the most innovative global players. We 
will also identify new products, services, and processes designed to safeguard the well-being of future 
generations withuuL sacrificing corporate proiiL 


Bringing together thought leaders, senior governmental policy-makers and top business executives from a 
range of sectors, this intetnational summit will examine the key sustainability challenges and opportunities 
of the next five to ten years. The race is on—and the Global Green Business Summit offers a crucially impor¬ 
tant map to wlrnt lies ahead. 

Conference Co-Clminnen: 

Norman Pearlstlne, Chief Content Officer r Bloomberg L.P, & Chairman^ Bloomberg BusinessWeek 
Wang ZhongyUp President, China Enterprise Confederation 


Why attend? 

.Hear how global brands are implementing profitable green solutbns to the challenges of climate change 

• Come to grips with the strategic implications of a de-carbonized global economy 

• Network at a senior level with other green business visionaries 

• Understand the implications of new and upcoming policy andregulations 

• Discover how you can maximisie both fmancial return and social good 

• Exchange ideas, hear about new imfiatives 1 and brainstorm solutions 


Speakers under Invitation : 

_ Xie Zhenhua, Vice Chairman, National Development and Reform Commission (NDRC)of China 

■ Zhou Shengxiiin, Minister, Ministry of Environmental Protection of China 

■ 2hu Hongien, Chief Engineer & Spokesman, Ministry of Industry and Information Technology of China 
_ Jiang Mianheng r Vice President, Chinese Academy of Sciences 

■ Zhu fimin, General Manager, Capital Steel Corp 

_ Fu Chengyu, General Manager t China National Offshore Oil Corp 

■ Li Yong'an, General Manager, Three Gorges Corp 
_ Liu Zhenya，General Manager, State Grid 

_ Anil Srivastava, CEO, Areva Renewables 
_ Robin Johnson, CIO, Deli 

■ Ma Jim, Director, Institute of Public and Environmental Aftairs t Beijing 
_ Jon at ban Lash t President, World Resources Fnstitute 

■ Tim Schweikert, President and CEO, GE Technology Infrastructiire, China & GE Vice President 

■ Ross Donaldson, Global Managing Director, Woods Bagot 

_ Annie Wu, Vice Chairman r World Trade Centre Association 

■ Professor John Anthony Allan f 1 Virtual Water' Innovator & Water Prize Laureate, Kings College London 
_ Paul M. Kelly, CEO T EcoSecurities 


For sponsorship & speaJdng opportunities, ple^w con tact: Ftir event enquiries, p] ease contact; 

Christina Lee feremy Undblad 

Tel:+65-62U-n6fi Teh +1-646-834-5008 

clee372@bloomberg .net j lindblad@bloomberg* net 


Organizers: 


Bloomberg 

Businessweek 


上漆市人民政身 

Slkanghni INwpIp、timbercwnenl 



中固企炎联合会 

CniFva ErlffiKiis Conledsiitian 


With Support From 乂 


樂 


中 11 可持读发阐工商理事会 


天律 A 奥联 

_ • 0 «• «i 


冒 Li 


骂美 e 畜 fr 

AnwrVAn Ctumfe^raf Ccur\n 
Bapub1l< af Chlru 


Speaker Dinner 
Sponsor 


Standard 

Chartered 

溫打银行 




Strategic Partniii: 


accenture 


Media Partners' 




~ r ： - :： 一 ■一 CHB4AAmilW nwm 

线理人_嘛 


1- 杜<應 




中 国化奋 0 

www.ee. eti 


Commuak^ttcjns 

PjirLnec: 




_bloomberglink_com/ggbs.php 






Can you watch 
movies mi your 
alarm clock? 
Page 76 


May 17-May 23,2010 

Bloomberg Businessweek 


DreamMachines Coffee Bikes Money 



Now that 


breastfeeding 
employees have 
legal rights, 
will workplace 
lactation be less 
embarrassing? 
By Lauren Sandler 


Photographs by Darren Brauti 
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^actation 


W hen a high-profile chief ex¬ 
ecutive officer—a friend who 
will go unnanied-recently 
returned to work after having 
her first child，she was de¬ 
termined to bridge the exec¬ 
utive-mom divide ： She decided to nurse her baby. 
Having given new life to a struggling company, and 
now a daughter，she wondered how hard could it be 
to pump between meetings? On her first day back ， 
she had an offsite appointment and asked fora pri¬ 
vate room where she could nurse. She was pointed 
to an office and told that its occupant was out for 
a spell; in the meantime, someone would keep an 
eye on the door to make sure he didn’t barge in on 
her in lactation delicto* Only five minutes after she 
had partially disrobed and hooked herself up to the 
pump she had lugged along, he opened the door and 
literally screamed at the sight of her. After dressing, 
she bumped into him “tdling at least five other guys 
what had happened； 1 she remembers, M and how env 
barrassing it was for him' 1 

That's why, if you're at a certain accounting firm 
in Knoxville, Tenn.，and you see a seemingly inna- 
cent marker such as a rubber band on the doorknob 
of an unused office, or pass the computer supply 
room at a law firm in Detroit and spot a blank piece 
of paper taped to the door, do yoursclf-and the 
woman inside tangled in electrical cords and suc¬ 
tion cups-a favor: knock. Stories of business lunch 
leakage and pump-room run-ins may seem like 
scenes from ajudd Apatow comedy, but chanc¬ 
es are, whether you work at a fast"food chain ' 
ora Fortune 500 company, you'U have a run-in 
with the realities of workplace lactation* 

From Trading to 
Burping? 


Advocacy 
groups 
argue that 
businesses 
benefit from 
embracing 
workplace 
lactation 



The British government recently approved 
a universal paid paternity leave policy of 
up to three months for men whose wives 
go back 10 work ailer child hi nil. (The pay, 
however, H a stingy $200 per week.) *n 
Lf,s„ paid paiernKy leave h offemd fiy only 
13 percent of companies, and just (50 percent 
of American men with access to it, paid or 
otherwise, take advantage of the option. 


Many major Wall Street banks are counted 
among the former group. Judging a bank 
by \is palerniiy leave poMciy (chan) may be 
difticrult」At CoMirmn Sachs, ajiproximaiely 
10 per^em of ih 亡 bank's emjjloy^es 
look 阳 me form oj patemily l^ave in 2009. At 
Credit Suisse, with about 12,000 employees- 
vhe majority t>! them men-only 75 lathers of 
newborns took advantage ol'iiie benelit- 


PERHirTTED PATERNITY LEAVES ON WALL STREET 

Bank of America 
Credit Suisse 

jPMorpn Chase 12 Weeks 

nddman Sachs 4 Weeks 

Citigroup rn 2 Weeks 
g. Barclays 1 W<?ek 

l ? ：： 


This is true now more than ever because the Pa¬ 
tient Protection & Affordable Care Act signed by Pres¬ 
ident Barack Obama in March requires employers 
to provide bj'eastfeeding employees with ^reason¬ 
able break time” and a private place-not the ladies 1 
room-to express breast milk during the workday 
until a child’s first birthday. However helpful, the law 
is too late to benefit many, including LaNisa Allen 
of West Chester, Ohio, who was fired from her job 
at a Totes-Isotoner warehouse a few years ago for 
taking an unscheduled break to relieve her engorged 
breasts. (Her bosses denied her penni^sion.} In 2009, 
Allen's case reached the Ohio Supreme Court, which 
ruled against her. like many nursing moms who have 
faced discrimination, Laura Walker, a waitress at a 
Red Lobster in Evansville, Ind., opted to keep her 
travails out of court. Her hours were reduced after 
she presented a nurse’s note explaining her need to 
pump, (It got worse when her manager shook milk 
containers like maracas, saying they were for her) 
Walker ended up in the hospital with mastitis from 
clogged ducts, and filed a complaint witli the Equal 
Opportunity Commission. She reached a confidential 
settlement with the company in 2006* 

Recent years have brought some progress. A third 
of large corporations now have lactation rooms, ac¬ 
cording to the Families & Work Institute, The Ameri¬ 
can [nstitute for Architects has even released a paper 
on lactation room design to help companies estab¬ 
lish a calm s restftil environment/" However, not all 
workers within a company have the same privileges. 
The executives at Totes-Isotoner, for example，enjoy 
the benefits of a private “mother's room” in their 
corporate offices, which would have been a great 
help to Allen. At its Seattle headquarters, Starbucks 
supplies pumps to nursing employees, along with 
comfortable recliners and magazines, yet in-store 
baristas are forced to pump in public bathrooms. 

This is at a time when more women are lactat- 
ing at work than ever before* In 2008, 70 percent 
of mothers-the fastest-growing segment of the U.S. 
workforce-with kids under three-ycars-okl worked 
full rime, according to the Centers for Disease Con¬ 
trol & Prevention* One-third of these 1 mothers went 
back to work when tlieir baby turned ihree-montlis- 
old, and another third was back by the time their 
kid hit rhe half-year mark. (Meanwhile，the C ： DC ； es¬ 
timates that almost three-quarters of mothers nurse 
their newborns.) These figures don't take into ac¬ 
count another recent deveiopment ： Last year pop- 
okr social-networking site CafcMom polled almost 
15,000 new mothers and discovered that 16 per¬ 
cent were returning to work sooner than they had 
planned because of the recession. 

Advocacy groups argue that it’s in the best inter¬ 
est of businesses to embrace workplace lactation. At 
a time when women are the primary breadwinners 
in two out of five families in the 11S.，according to the 
Center for American Progress, and more women are 
breastfeeding than ever before, workplace lactation 
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“makes money for businesses^ says Cathy Caroth- 
ers，director of marketing at the International Lacta¬ 
tion Consultant Assn, and a mother of five. C ： aroth- 
ers supports “The Business Case for Breastfeeding^ 
campaign, launched in 2008 by the federal Health 
Resources & Services Administration. “We’ve found 
it results hi lower absenteeism ? lower turnover, and 
lower health-care costs，” she says. 

En some cases, it isn’t cheap. When Becky Fried¬ 
man, a New York-based producer of commercials 
was required to take long trips to a set in Los An¬ 
geles, she pushed her company, advertising agency 
BBDO, to rent a hospital-grade pump and pay for her 
to FedEx home her milk packed in dry ice. “I pumped 
everywhere I could find a somewhat private place-in 
stairwells, in edit suites, 77 Friedman recalls. It wasn’t 
completely norma] for all her colleagues, however. 
“On the last day，one of the young guys on set asked 
me what was in the briefcase I had been carrying 
around, and when I told him it was the pump, he just 
about fell over. He would have been less shocked if l 
had told him it was filled with heroin ， 

No one is immune to the potential embarrass¬ 
ment. In her recently published book ，Just Let Me 
Lie Down, Real Simple magazine Editor Kristin van 
Ogtrop recalls a wardrobe malfunction” in which 


her breasts soaked through her orange blouse as 
she was laying off a tearful employee, “[t was hor* 
rifying,” she writes. “But what do you do? If you 
are a confident woman who is good at your job 
and has a good sense of humor ， there's no way you 
can't handle it.” When Liza Zenni f then the execu¬ 
tive director of a San Francisco arts organization, 
ended a meeting of her all-male board of directors, 
she discovered that half of her grey silk dress was 
drenched black. It “had been obvious to everyone 
around the table except, of course, me，” she says. 
Her colleagues, fathers all, reassured her they had 
seen it all before and helped her laugh it off, 

“The life of a working mom is easier when the 
two sides of her can be a little more intertwined；* 
says van Ogtrop, whose colleagues sometimes leave 
their pumps in the office kitchen sink. “Then again, 
I work at a woman’s magazine. We talk about thongs 
during meetings because it ? s our job" 

Breast-feeding on the job is becoming more 
normative and more supported, which is good 
news for everyone except the silk blouse industry. 
Though it hasn't healed some old wounds. One 
battlc-wom new mom still remembers nursing in 
her office’s ladies 3 room and turning up her iPod 
to drown out the sound of the pump. © 


A recent poll 
found the 
recession 
hadi6%of 
new mothers 
returning 
to work 
sooner than 
expected 
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If you want to use 
it as jyst a dock, 
Lhc Dash has more 
than 200 displays to 
choose from 


Hands On 


Cause for 


Timeless Fun 


The Dash allows 
users to check 
their Face book and 
Twitter feeds 


Shape Shifter 


The wedge design 
includes a 7-in, 
screen, stereo 
speakers, and a 
microphone 


Web viewer? Sure, but the Dash 
may also be the coolest alarm 
dock—ever. ByRichJarosbvsky 

ony calls its new $199 Dasha “Personal 
Internet Viewer^ but they got it wrong. 
The Dash might be the world’s coolest 
alarm clock. 

The competition isn't fierce. There’s 
Clocky, which jumps off your nightstand 
and rolls around the room screaming un til you shut 
it off + There’s also Chuniby, an eccentric, Wi-Fi-en¬ 
abled device that runs some 1,500 applications. 

The Dash is based oh the Chutnby* It too con¬ 
nects to your home Wi-Fi network and runs the 
same apps, both the practical (such as one that 
allows you to scour Craigslist.com entries) and 
otherwise (another lets you to tickle an animated 
SpongeBob). Sony has replaced Chum by’s funky 
design with a sleek wedge shape housing a seven- 
inch touchscreen and stereo speakers. A snooze 
button on top doubles as a menu controller, ports 
on the side accommodate headphones and a USB 
drive, and the built-in microphone suggests the pos¬ 
sibility of future intercom or Skype-bascd apps. The 
Dash is probably the first alarm clock an which you 
could, if you wanted, watch a full-length movie. It 


comes with a built-in viewer for watching Netflix's 
streaming service as well as videos from Amazon, 
com. (Additionally, an accelerometcT reorients the 
screen if you decide to lay it flat.) 

You can also check Facebook or Twitter feeds, 
display online photo streams, or wake up to one of 
your personal Pandora Internet radio stations. If you 
want to use the Dash primarily as a clock，k has more 
than 200 different time displays, including one that 
gives you the time in words rather than numbers, 
Apps can be added, subtracted, and arranged into 
custom channels via a Sony Web site. 

Unfortunately, the Dash suffers from too many 
early bugs and oddities. Setup was more cumber- 
some than it should have been ： At first the Dash 
wouldn't let me manage some settings because 
it wrongly thought it hadn’t yet been registered. 
Sony says it’s pushing out a software fix to address 
the issue, which is another advantage of being 
Internet-connected. 

There's also the puzzling lack of a batteiy-powcr 
option, which tethers it to the wall and puts you out 
of luck if there's a power failure when you’re sup¬ 
posed to wake up-a considerable risk. While the Dash 
doesn't necessarily provide a solution to any particu¬ 
lar need, it slices off pieces of the Internet and pushes 
them past your groggy eyes without your having to 
summon them. And it also doesn't jump off the night- 
stand and run around the room screaming. 0 




COUNTERCULTURE 

A half-dozert happy 
marriages between form 
and function 


Numbers Clock 

Artist Jonas Damon’s 
LED cubes can be 
sudeedupor set m line. 
$85, m(Jmastore,ai^ 



Clamsbeli Alarm 

This old-school pop-up 
portable has springs, 
hinges, and classic lines. 
$30, dwr.com 


J 


Modern 
Alarm € 


Gears Table 
Clock 


Watch the gears turn 
on an antique auto- 
inspired model 
$45, wrapables,com 



Clocky by 
Nanda Home 

Whether it strikes you 
as annoying or 
charming, it gets 
you outofbed.$45* 
nandahome.cojn 


Lexon 

Alarm 


On Off 
Clock 


Pushing this LCD 
dock to the tilt gives you 
an extra snooze. $3S, 
svididi incKJem .com 


Cliumby Classic 

The Dash predecessor 
plays podcasts and 
sends e^cards. 

$150, diumby.com 
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LasL year, Americans k _ _ 



The Iced Age 


berland Farms convenience store chain is introduc¬ 
ing iced coffee in 500 locations. Last month, Dunkin’ 
Donuts debuted a second iced coffee offering, Iced 
Dunkin 1 Dark Roast. Starbucks, which already sells 
packages of Gazebo Summertime Blend for the home, 
is roiling out VIA Iced Coffee，an instant coffee in a 
packet tailored for emptying straight into a 16-oz. 
water bottle. And in stores in Phoenix and Tampa, 
it's testing a bigger-than-Venti size, the 31-oz. Trenta. 

Explanations for the boom, which has been driven 
mainly by women and younger consumers, vary. 
(Women make up 64 percent of iced coffee drink- 
ers，while 52 percent of all servings are consumed 
by Americans aged 25 to 49, according to NPD.) “I 
don't want to speak for 300 million Americans，” 
says Sharon Zackfia, an analyst with equity research 
firm William Blair, “but the millennials are the first 
generation to grow up with Starbucks. They have an 
affinity for that coffee taste, and they certainly like 
energy beverages like Red Bull,” Of course, Big Coffee 
is surely attracted by the higher prices charged. At 
my local Starbucks in New York, for instance, a 12-oz. 
hot coffee costs $1.70, while an identically sized iced 
coffee (with ice cubes taking up a considerable part 
of the volume) fetches $2. The losers in all this are 
soft drink makers, whose market share has been 
slowly eroded by alternative cold drinks，including 
iced coffee. © - — Benjamin Wallace 



Americans are drinking their 
coffee cold-and companies 
are taking note 

ced coffee is a hot business. What used to 
be a strictly warm-weather ， warm-region 
drink has broadened its appeal. In 2001 ， 
Americans drank 300 million servings of it 
(or its slushy frappe-style cousins), accord¬ 
ing to market research firm NPD Group. 
Last year the number was up to 1,2 billion servings - 
equal to one-fifth of al3 the coffee Americans drink. 
Large corporations have taken notice. Star- 
bucks has sold a double-brewed-meaning double 
the amount of grounds-aced coffee blend ， Ter- 
raza, year-round in ail of its stores since 2006. 
McDonald's launched its Premium Roast Iced 
Coffee in 2007. Last year ， 7-E3even put iced coffee 
machines in 4 ? 500 stores. “Our iced coffee sales are 
strong in Phoenix and Miami, as well as Providence 
and Boston，” says John Costello, chief global mar¬ 
keting officer for Dunkin 1 Brands, whose Dunkin’ 
Donuts sold 250 million servings of iced coffee 
(also double-brewed) in the year ended in Febru¬ 
ary. That's 14% more than the previous year. 

This summer the cold war will escalate. The Cum- 


ICED COFFEE 
DEMOGRAPHICS 


Under 

18 ： 


18-24 


25-48 


5CH54 


6S+ 


13% 
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One True Thing 


The Bike 


Ensuring that your commute is 
as stylish as it is effortless 

The Want ： A sturdy, safe vehicle that can be stored 
at work and gets you there in one piece. 

The Get: Brompton’s 25-pound M3LA (as shown, 
$1 ? 350 at bicydehabitat.com) has a steel frame and 
rear suspension that buffers some of the bumpiness 
that folding bikes are known for. Its high handle¬ 
bars deliver an upright, responsive ride, and the 
frame folds and locks into a package a little larger 
than the wheels in 15 seconds. With the chain in 
the midd3c ? you won’t get grease on your suit. © 
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Beware a Bemanke-Fueled 
Market Bubble 


Jeremy Grantham sees just a small 
chance of a strong recovery—but 
finds high-quality stocks cheap 

T he only things that really matter in in¬ 
vesting are (Jie bubbles and the busts. 
Bubbles are obedient in one sense - 
they break. lt，s like throwing featliers 
into a hurricane ： Some feathers will 
stay up for two weeks and some for 
two months, but we know with certainty they will 
all eventually hit the ground. And the feathers have 
been flying recently. 

Ben Bcmankc is a true academic. He doesn't be¬ 
lieve in bubbles，and so he can’t see them. He will 
be perfectly relaxed as he approaches the next cliff, 
which will be a broad-based speculative bubble cre¬ 
ated by the same forces that brought us the last two: 
Artificially low interest rates. The stock market is up 
80 percent and speculative stocks arc up 140 per¬ 
cent. [estimate there is a 75 percent chance we will 
see a bubble and bust for the third time since 2000. 
It s a hell of a way to run a ship. 

There is a 25 percent chance that the economic 
recovery in the U+S. could be strong, broad, and sus- 
tained，which would surprise 90 percent of investors. 
No one can stop interest rates from rising in that kind 
of a recovery. We could get lucky and have some air 
let out of the market in the six months before Octo¬ 
ber, which is just more than two years before the next 
election* Presidents often push the tough measures 
in the first two years, then look ahead to reclcction 
and manage the economy more with an eye to keep¬ 
ing unemployment low and paychecks fatten 

Plenty could go wrong, And market psychology 
is quite fragile. That said, there has not been a seri¬ 
ous decline in year three of a Presidential cycle since 
1932. So l say to value-oriented money managers ： Do 
not expect the market to come down just because it 
is overpriced going into year three of a Presidency, 
While the U.S. market is very overpriced, large 
high-quality companies are still a little cheap. The 
market would be at fair value with a price-eamings 
multipk 1 of 16, so the p-e of high-quality franchise 
stocks should be higher, 17, High-quality stocks 
are those of companies with high and stable profit 
margins* If margins are high enough, increased com¬ 
petition usually brings them down. But if margins stay 
high and stable, then they have what Warren Buffett 
calls a nioat - a protected franchise. These companies 



GRANTHAMS FORECASTS- 
SEVEN YEARS OUT 


The veteran money manager sees 
subpar returns for most asset classes. 


LLS. International BoncLs 

Equities* Equities 


mr 


Large-Cap 

0.4% 

Small-Cap 

， U% 


High Quality* 

6A% 


Emei^fng Market 
4.6% 


tJ-S. GovemirnenL 

1 , 1 % 

tmemational 
Government 0.0% 


Iniladon-Tndi^xed 

1 , 2 % 

L T .S. Treasury (30-day 
to 2-year) -0.6% 

DATA: GMOl AS or MAR.31 



♦Forecasts assume annua] i nibuon 
in the VS. tff2.fi%. Rcium Jbrecasts For 
iruernaLional equities exdudti』aparL 

* Companies with strong franchise 
that generate high and stable profits 
overthe long term 


There 


are price-setters ： Coca-Cola, Johnson & Johnson, Mi¬ 
crosoft. J&J has a p-cofl3 + Even though quality stocks 
: ire cheap, they've still oiitperfornied the overall 
market by 40 percent over almost 50 years. 

Global equity markets, taken together, are moder¬ 
ately overpriced. And emerging markets don’t have 
a huge percentage of high-quality franchise compa¬ 
nies. Nor do otlier developed nations. It’s mainly 
an American factor We have close to 80 percent of 
the world’s franchise companies. It's another way of 
saying that Coca-Cola and j&J don’t grow on trees. 
Nevertheless, emerging markets are a reasonable 
value for long-term investors. They have growth. 


hasn’t been 
a serious 
d ecline in - 

year three 
of a 

F^esidentiaj 

cycle since 
1932 


We don 't. O — As* told to Christopher Farrell 

The Stats ： jeremy GramKatn, 71, is duel invesunem 5irategisiai GMO, 
which manages $107 billion in assets lor institmional and high-net- 
worth investors. A mutual fund that approximates GMO’s asset alloca- 
don strategy is the Evergreen Asset AJlocation Fund (EACFX)- 


ESI 


SUJS<N AliEiJ^/s.zoliunooydo_Jos4y 4IJ >mnscflsv1D 





















































May 17-May 23,2010 

Bloomberg Businessweek 



.A Free Day In... 


Berlin 


Germany’s wild-child capital 
has been spiffed up，but ifs 
still freewheeling 

B erlin is often thought of as a hippie- 
dippy artist's colony that’s low on 
luxury. In recent years the city has 
grown into an edgy art capital with 
a sophisticated array of hotels, gal- 
leries, and restaurants. Since it's 
easily accessible from London and Paris (flight times 
are under two hours from both hubs), Berlin is the 
perfect place to spend a day indulging in the sort of 
gritty, old-Europe bohemia you won’t find in Milan 
or Rome-while paying a fraction of what you would 
in those cities. Go next month to catch the Berlin 
Biennale，which runs from June 11 to Aug, B. 

The most recent sign of Berlin’s ritzy rebirth is 
the month-old Soho House ， a luxe hotel with 40 
retro-glam rooms (around $120 a night) and a roof¬ 
top lounge with views of the iconic TV tower. At 
an even lower price, the $B0-a-night Michelberg- 
er Hotel (is there any hotel in London that’s this 
cheap?) epitomizes boho-Berlin design with cuckoo 
clocks, exposed wood，and lofted beds. At the oppo¬ 
site end of the spectrum, the grand Hotel de Rome 
(where rooms begin at $500) inhabits a 19th cen¬ 
tury bank ： The hotel's suites were once executives" 
corner offices，and the vault is now a dim-lit base¬ 
ment pool 

Most things arty are in Mitte ， the city center, 
home to well-knowii historical sights (Museum 
IslBiid, the cathedral of the Gend^rmenmarkt 
Square) as well as Scheunenviertel, a quaint clus¬ 
ter of side streets and prewar buildings. Start there 
at the Biennale's headquarters., the KW Institute 
for Contemporary Art, a converted margarine 
factory with five floors of exhibition space that will 
remind New Yorkers of the Museum of Modern 
Art's P.S.l. Next door, collector Thomas Olbricht 
just opened Me Collectors Room ， an expansive 
th ini-museum filled with his own eclectic stash of 
work by everyone from South African artist Marlene 
Dumas to American photographer Cindy Sherman. 
Nearby, the Eigen+Art gallery is a buyer’s favorite 
for paintings ， video, and sculpture by young inno¬ 
vators, and Andreas Murkudis is a design-concept 
shop selling soft, mmimalist Schiesser cotton sweat¬ 
ers and Damien Hirst-style porcelain skulls. From 
there, venture north to ChippSj an industrial-style 



Rooftop lounge the Solio House 


eatery serving cheese dumplings and potato pan¬ 
cakes. Jts unfortunately named but wdl-regarded 
sister restaurant is a prix-fixe vegetarian joint called 
Cookies Cream. On nice days, locals play frisbee or 
sunbathe on a five-acre field in the middle of East 
Berlin, where the East German Parliament building 
stood until 2008. 

The Neues Museum, which sat in rums for 
60 years after it was bombed during World War U, 
reopened in late 2009 witiia new design by architect 
David Chipperfteld and a permanent coilectioii of 
Egyptian and classical objects, including Nefertiti's 
famous bust. Spend a few hours amid iJs 9,000 an¬ 
cient artifacts, then travel further afield to sec jarring 
neon art by Martin Kippenberger and his ilk hanging 
in Capitain Petzel，a 1960s glass pavilion once used 
to show socialist propaganda. Fora fency dinner, the 
Michdin-starred Fischers Fritz is a high-ceilinged 
restaurant famous for French-influenced dishes 
like frog legs with sauerkraut. If ifs warm, try the 
more casual Rodeo Ressort，an alfresco canal- 
side spot that serves Argentinian-style grilled meat. 
End your day with a crisp, gingery Moscow Mule at 
Tausend Bar, with its unmarked door and futuristic 
interior. If an artier scene is what you’re after，opt 
fora nightcap of Kolsch beer at the dark, U-shaped 
bar m Bar 3 . ❺ —Kimberly Bradley 



SIGHTS SCENE 

- ! - i 

Hit the main attractions { 

white avoidiirg the throngs 、 


Brandenburg Gate 

Book an outside table 
at Hotel AdIon J s 
Restaurant Quarre to 
get a view ol tho 
Gale and an eJegani 
meaJ(L T nLerdt!n Unden 
77, hotel-adlon.de) 

Berlin TV tower 

For an expedited trip 
up the 680-Jbot-tall 
I mil tm a slide t order a 
VIP ticket online. This 
also gets you a table m 
ihe miming rcstaurani 
CPanoramastrasse 
LA ， tv-tiirm.de/en) 



Berlin Waii 

Skip the packed 
memorial Jbr Lhe Kast 
Side Gallery lo see 
a 4,000-foot stretch 
painted by 100 artists 
(Miihlenstrasse U 
easts idegaLl ery.com) 
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Tausend Bar 


Me Collectors Room museum 


BERLIN AT A GLANCE 


Neues Museum 

Genthinersirasse 3S; 
neues-museum.de 


KW Institute for 
Contemporary Art 

Augustrasse 69 ； 
kw-berl in.de 


Bar ^ 

3 Wcydiiigerstrasse 20; 
(no Web site) 

+49 30 2804 6973 


Soho House 

Torstrasse J; 
sohohouseberlin. com 



I 

Tausend Bar 

Schiffbauerdamm 11; 
Lausendherlincoin 


Chipps 

Jagerstrasse 35; 
chipps.eu 


Andreas Murlcudis 

Mun^strasse 21, 
second courtyard ； 
a ndreasmurkudis. net 


Capital n Petzel 

Karl-TVlarx-Alee 45; 
capkaiiipetzd.de 


PRICE POINTS 


Flighix (June round-tri^) 


London, S170 Milan ， S120 Paris, $250 


Food & Drink 


Lunch for two, Chipps (cheese dumplings), $22 

Dinner for two, Fischers Fritz (frog legs with 
sauerkraut, bretonian lobster, Hokkaido-pumpkin 
briule to share, two glasses ()J Spanish red), $2JO 

Dinner for two, Cookies Cream (cabbage- 
and-orange soup, grilled asparagus with capsicum 
ravioli, chocolate-rosemary- fondant), $82 

Moscow Mule at Tausend Bar, $10 

Hotels 

CHEAP: Miclielberger Hotel, S80 
MID: Solio House, $120 
AWESOME: Hotel De Rome, $500 
Etc 

Taxi from Tegel Airport to Bed in IVfitte, $25 
KW Institute for Contemporary Art, S8 admission 
Me Collector’s Room, $8 admission 
Neues Museum, $13 admission 
Porcelain skull Irnin Andreas Murkudis, $ ： 1CM) 
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The Stack 



A lavish spender, 
Henry Goldman 
once gave 
Albert Einstein a 
2 ； H"t5Di sloop 




Building an Empire, One 
Goldman Brick ata Time 


An intimate history of'the man 
who made Goldman Sachs 
By Charles R Ellis 

H enry Goldman was，in the early 
20th century, a great investment 
banker. Creative, decisive, for¬ 
midably effective, and a shrewd 
judge of character, the son of 
Goldman Sachs founder Marcus 
Goldman invented the basic concept of valuation 
we all use today. When public finance was new and 
credit was based solely on balance-sheet assets, the 
German-born Goldman was the first to recognize 
that “industrial” companies, such as retailers and 
manufacturers, could be valued on the capitaliza¬ 
tion of their earning power instead. 

Goldman first took public United Cigar-a process 
that required several months of persistent selling to 
complete and rewarded Goldman Sachs with a full 
25% of the offering as a “commission.” The firm next 
floated Sears Roebuck, a transaction that took several 
months to dose. Profits from the deals doubled the 
firm's $10 million in capital as the share prices of both 
stocks grew-and then grew again. This pair of aft^r- 
ings was breathtaking at the time ? and it set the stage 
for an astonishingly creative and adaptable company. 


When Money Was 
in Fashion; Henry 
Goldman, Goldman 
Sachs, and 
the Foundmg 
ofWall Street 

by June Breton Fisher 
PALGRAVE 
M4CMILLAN 
agepp., $27,00 







Investors were impressed, and Goldman Sachs was 
established as a firm to be reckoned with. 

Henry Goldman was on his way to a substan¬ 
tial fortune and a larger-than-life existence. Along 
the way, he and his friend-and summertime next- 
door neighbor—Philip Lehman of Lehman Brothers 
brought their two firms together in a powerfully suc¬ 
cessful partnership. They underwrote Underwood 
Typewriter, May Department Stores, Cluctt Peabody, 
Stuclebaker, CIT，and more than 100 other corpom- 
tions. With a string of successes, Goldman's reputa¬ 
tion soared. 

When Money Was in Fashion: Henry Goldman ， 
Goldman Sachs, and the Founding of Wall Street is an 
intimate history of the man written by his grand- 
daughter, June Breton Fisher. WhiJe it isn 5 t the rigor¬ 
ous biography of the pioneering financier that some 
students of business history crave, it’s a graceful ac¬ 
count of Goldman and his era- 

Fisher provides an often charming family scrap¬ 
book, with insights into the cruelty of Nazi Germa¬ 
ny as well as the systematic repression of Jews by 
German Catholics over 100 years before that. She 
touches on the difficulties of refugees 1 passage to 
America and sometimes expands into observations 
on international politics or high finance. She also 
reminisces about the family's luxurious “camp” in 
the Adirondacks and Goldman’s extraordinary life. 
While veiled ? as family stories often are, the au- 
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thor's accounts describe the persistent animosity 
between Henry Goldman and his brother-in-law and 
colleague, Samuel Sachs. Their differences jn per¬ 
sonality, values, and capabilities were exacerbated 
by Henry Goldman’s great success as a stock specu¬ 
lator and Sachs" jealous tantniras. 

A]though not much new about GoldmaiVs career 
as an mvestment banker is revealed^ we learn much 
about the man behind that career. He summered annu¬ 
ally in Germany, and he celebrated the achievements 
of German culture and government as few could. He 
patronized German musicians, and he publicly sup¬ 
ported Germany as World War I spread When Gold¬ 
man refused to allow Goldman Sachs to participate in 
a $150 million Anglo-French bond issue arranged by 
J*R Morgan, a long-festering dispute became an irrec- 
ondlable confrontation. In 1917, after 35 years of as¬ 
sociation, Goldman withdrew from the firm to which, 
he said, Ci l have given all that is in me/' 

Goldman continued to manage his own for¬ 
tune, and his shrewd anticipation of the Crash of 
1929 allowed him to maintain it. Despite the fact 
that his always poor eyesight deteriorated later 
in life-requiring numerous operations, a)! unsuc- 
cessfu!-he began seriously collecting art and lived 
on a grand scale. The renowned and notorious art 
dealer, Joseph Duveen, helped him accumulate a 
superb collection of Renaissance works, and the 
hobby soon turned into addiction with a trove that 
included Fra Angelico, Franz HaK Titian, Masolino, 
DonatelJo, Rubens, and Van Dyck. 

At 80, Goldman decided to sell the lo t. usual, he 
was decisive and wanted to complete the sale swiftly. 
In a particularly telling anecdote, when the discoimt 
store owner Samuel Kress needed a bit more time to 
make a firm offer, Goldman sold his entire colJection 
for $775,000 to Duveen, who turned around and sold 
it to Kress at a markup. 

GoldmanS wealth, brilliance, and love of German 
culture led to a series of friendships, acquaintanc¬ 
es, and meetings with some of history ’s great fig¬ 
ures ： Albert Einstein (to whom he gave a beautiful 
23-foot sloop); Woodrow Wilson; Franklin Roosevelt; 
Paul von Hindenburg (who conferred honarary Ger¬ 
many citizenship on him); physicist Max Born; Fritz 
Krcisler ； Thomas Mann ； and Arturo Toscanini. 

It would be easy to complain about Fisher’s de¬ 
cision to devote 5% of a book on Henry Goldman to 
his !ate-in-!ife patronage of 12-year-old music prod¬ 
igy Yehudi Menuhin, to whom he gave a Stradivari- 
m violin as a birthday gift. On the other hand, some 
might see this as the point of an intimate biography 
about an enigmatic figure. There are certain inciden¬ 
tal inaccuracies ， too, such as identifying a Franz Hals 
painting as being in the National GaJlery of Art when 


Bank Notes 


Another ubiquitous eff ect of the financial crisis is the abundance of non¬ 
fiction books attempting to address it. Within this already turgid oeuvre 
is a fast-growing sub-genre ： books about Goldman Sachs. As seen below, 
even this sub-genre can be dissected fiirthcn 



The Greatest Ttxtde Even The Behirnl^ 
the'Scetws Sioiyaf Ifowjolm Paulson 
Defied Wall street and Made Fmanciai 
胸饵 ; y liy Gregory Zuck^rman 
The author claims hedge-land man¬ 
ager John Paulson's personal gain Jmin 
betting against rhe housing bubble in 
2Q07 was more thaji SIO mil]km a tby 


Or? the Brink ： Inside the Race to Stop 
th^ Coilapse of ihe Global Financial 
Sy^tmi by tfenry M. Paulson Jr. 
While tht- mernoir recounts Paulson's 
tenure as CEO, it falls \o mention the 
S500 miiHon in Goldman stock he soJd 
before accepting his postal Treasury 


Chasing Goldman Sachs ； How 
the Masters of [he Universe 
MdtedWaliStreel Down ...And Miv 
TheyHt Tak^Ustothe Brink Again 
by .^UKanne McCke 
McGee setfS Lhe bank as a bthtfrntjlh 
wiih only near-Ltfnn interests in mind 


1 

The Partnership ： The Making 

H^alRjH 

of Goldman Sachs by Charles D. EUis 

乙七 —* 

The decade in-the-Tnakirg history 
of the bank's founding by Lhe author 


of this week’s review 


When he 
leftthe^ — 

firmdfter 

35 years, 
Goldman 


sald/ 4 Ihave 


given all 
tibatisin 


me ， 


another well-known Hals is actually the portrait on 
display, or calling Wadciill Catdiings * + a well known 
American econoinist 11 when he wax an executive who 
wrote a naively oversimplified book about America's 
glorious economic potential that fit with die excessive 
optimism leading up to iha Great Crash. The author 
also omits any discussion of Catchings 3 centra] role 
in the specieailar failure of Goldman Sachs Trading 
Corp. in 1929, which nearly brought the firm down. 

In the end, it is ironic that the great firm increas¬ 
ingly cited as ^Goldman' 1 has not had a member of 
the Goldman family among its ranks for nearly a cen¬ 
tury. Successful in an era of individualists, Henry 
Goldman couldn't have fit in today at the organiza¬ 
tion that bears his name, © 
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Hard Choices 


Patricia Dunn 

“I didn’t pay much attention 
to what the other people charged 
were going to do. I had one 
goal in mind ： to clear my name” 


The former Hewlett-Packard chairman on 
fighting criminal fraud charges in 2006 after 
a company investigation of leaks to reporters 





was standing in Nordstrom buying a new 
jacket when my lawyer called to tell me 
that the California attorney general (Bill 
Lockyer) was filing four felony charges 
against me. ll was Oct. 4, 2006, the day 1 
was being interviewed by 6^0 Minutes. 

Leslie Stahl later told me that when she heard 
charges had been filed, she assumed l would cancel 
the interview. Lawyers are loath to have their cli¬ 
ents make any public statement when they're facing 
charges, but we decided, risk or no risk，1 would go 
ahead and tell my story. I wanted to overturn all of 
the inaccuracies that were out there with respect 
to my role at HP-that 1 was the boss when 1 wasn’t 
even an employee, that l had somehow overseen 
this controversial investigation, and that I had done 
anything wrong, 

I was facing four felonies and 12 years in jail, A 
few months later, I was offered a chance to plead 
guilty to a misdemeanor, which meant no jail 
time, but J fek so sure of the facts. I didn’t pay 
much attention to what the other people charged 
were going to do] had one goal in mind ： to clear 
my name. 

1 was fully prepared to goto trial, and accepting 
a misdemeanor would have undermined my whole 
purpose. 1 assumed it would be a long fight- J was 
battling cancer, and \ needed to fee! like 1 would be 
alive to see my way to the end. I couldn’t take the 
offer of a guilty plea. 1 knew I had to fight. 

I was pleased with what the judge wrote about 
why the charges were dismissed in 2007. The key 
reason was that it was in the interest of justice. The 
prosecutors said it was because of health reasons, 
but they didn't have a case. Fm not sure how being 
treated for advanced ovarian cancer affected my 
decisions, but I guess it made me more conscious 
of what really mattered. 

Some ofthis experience was negative and unhappy, 
but it didiVtroinmy life- \ Ve expanded my work in the 
nonprofit community. You can move beyond some¬ 
thing like this, [ don't see k as having defined me. O 
一 As told to Diane Brady 
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PASSIVE. 



There's never been a better time to consider a new 
strategy. Scottrade gives you the trading tools, 
streaming quotes, even a mobile app to trade on the go. 
To fund and trade the same day, go to scoitrade.com. 

^Online market and limit stock trades are just $7 for stocks priced $1 and above. Member FINRA/SIPC 


S^lrade 

GET INVESTED ： 



par excellence 


A perfect fuselage an exceptional engine: Breitling has 
launched a highly exclusive instrument set to establish itself 
as the benchmark among mechanical clironographs, A strong, 
unique and quintessential design. A ffne blend of power 
and elegance. Built to provide maximum sturdiness and 
functionality, the Chronomat B01 is designed for devotees 
of great accomplishments. This top-notch sports model is 
equipped with Caliber B01, entirely developed and produced 
by Breitling: a reliable and ultra-precise motor with an 
original and innovative architecture. By uniting refined 
aesthetics and raw performance in the Chronomat B01, 
Breitling has redefined the mechanical chronograph. 


Breitling proprietary Caliber BQf. Chronograph movement with 
column whed &nd vertkaf dutch. Chronometer-certified (COSC) t 
Selfwinding mechanism guaranteeing over 70 hours of power 
reserve, P&tented zero-reset system- inst&nt calendar adjtjstabb 孩 t 
any time. 47 jewels. 



HAMILTON 

BfVMfLY-OWNED JEWELERS SINCE 1912 


PRINCETON LAWF£NCEVtLLE PALM B^CH PALM BEACH GARDENS 
1.800.5.HAMILTON 


WWW.BRE1TLING.COM 






